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ECONOMIC THEORY 


A. Emelianov and A. Tolkachov: 


Planovoe Khoziaistvo - Planned Economy - No. 11, 1959 


Methodological Problems in Determining the Economic 


Effectiveness of Production Mechanization and Automation 


The June Plenum of the Central Committee of the CPSU, 
which mapped out a comprehensive program for attaining 
he targets of the Seven-Year Plan and for accelerating 
echnical progress in industry and building construction, 
aid special stress on the task of enhancing the effective- 
1ess of new equipment and improving the economic founda- 
ions for the designing and introduction of this equipment. 

The Plenum of the Central Committee of the CPSU 
0inted out that in elaborating and introducing new techno- 
Ogical processes, machines, mechanisms, and building de- 
signs it is essential to proceed, first and foremost, from 
he following factors: they should meet the requirements 
or the most rational and economically efficient utilization 
of social labor, material and monetary resources; ensure 
ncreased output, higher quality and lower production costs, 
ncreased labor productivity; lighten and improve working 
-onditions; conform to safety engineering rules; accelerate 
und cheapen building construction; and reduce the periods 
9f recoupment of capital investments as compared with the 
yest achievements in Soviet and foreign science and en- 
yineering. 

The methodology of determining the economic effect to 
ye derived from the introduction of new technology must 
-omprise scientifically grounded instructions giving practi- 
sal workers the possibility of adequately solving the prin- 
2ipal problems of economic effectiveness which they are 
aced with in their work. These problems include: 

(1) the choice of the most effective line (objects) of 
nechanization and automation of production; 


(2) the establishment of the economically most effective 
variants of mechanization and automation; 

(3) the calculation of the actual benefit which the nation- 
al economy will derive from mechanization and automa- 
tion. 

The methodology must include concrete examples of cal- 
culations and, if possible, a system of normative standards 
of expenses and effectiveness. 

The magnitude of economic effectiveness should actually 
become an objective criterion determining whether the 
projected new machine, apparatus, etc. should be intro- 
duced into production; it must become the most important 
condition for establishing the main direction and sequence 
of mechanization and automation in industrial branches and 
in types of production processes. 

The mechanization and automation of production yield a 
tremendous economic effect. This is borne out not only by 
numerous individual facts, but also by composite data on a 
great number of measures carried out in this field. 

The Central Statistical Administration of the USSR in- 
vestigated 121 enterprises in the ferrous metallurgy, ma- 
chine building, chemical, light and food industries in 1958. 
Data were obtained on the economic effect derived from 
the introduction of 1,132 measures, of which 863 involved 
mechanization and 269 pertained to the automation of pro- 
duction processes. When summarized, the expenditures 
and economic effectiveness are characterized by the fol- 


lowing data: 
Ok 


Number Number of meas-| Expenditures Period of 
of enter- ures for which on measures Economies | recoupment Number 
prises expenditures and carried out per year of expendi- of 
Branches of investi- economies were (millions (millions tures workers 
Production calculated of rubles) of rubles) (years) released 


Ferrous metallurgy 
Chemical industry 
Machine building 
Light industry 
Food industry 


Sum total 


As may be seen from the table, the measures carried 
ut have been quite effective. The total economies per 
‘ear were 114.2 million rubles. The expenses for mech- 
nization and automation were recouped by means of econ- 
mies obtained from lowering production costs within 1.2 
ears on the average, and in some cases at a still faster 
ate. The measures carried out made it possible to re- 
fees 2,902 workers for other jobs. 
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The experience gained in operating the most adequate 
automatic lines in the USSR’s industry, as well as the 
practice of process automation in the leading foreign coun- 
tries, points to the immense opportunities for increasing 
total output within a very short period of time, for the rap- 
id growth of labor productivity, and for a considerable de- 
cline in capital investments and current production costs 
per unit of output. Mechanization and automation are a 
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mighty force for raising the production of social labor and 
thus contribute to the increase of the national income and 
to a more complete satisfaction of the material and cultur- 
al needs of society. That is why the rise in the productivity 
of social labor serves as the chief criterion in evaluating 
the economic effectiveness of mechanization and automa- 
tion. 

Mechanization and automation in the USSR are not only 
of economic, but also of immense social importance. Ina 
socialist society, all-round mechanization and automation 
of production processes meet the vital interests of the 
working people. They lighten the labor of millions of peo- 
ple, change its very character, enhance its productivity, 
and create conditions for cutting the length of the working 
day and for eliminating the fundamental differences be- 
tween mental and physical labor. 

The 21st Congress of the CPSU has set the task of elimi- 
nating heavy manual labor in industry, building construc- 
tion, transport and agriculture on the basis of the all-round 
mechanization of production processes. This includes 
measures to eliminate harmful and dangerous operations, 
as well as operations that do not satisfy the requirements 
of industrial sanitation, safety engineering, etc. In the solu- 
tion of these problems, measures should be taken to select 
the economically most efficient types of machines, instru- 
ments, automatic devices, etc. 

In a capitalist economy the economic limits to the appli- 
cation of machines are set by the savings possible on the 
remunerated portion of the workers’ labor. These limits are 
considerably wider in a socialist economy, being deter- 
mined by the savings of social labor. The economic limits 
to mechanization and automation under socialism are im- 
measurably wider than they are under capitalism. Marx 
pointed out that in a communist society machines would 
find an “altogether different arena” — a much more exten- 
sive field of application than in bourgeois society. 

Proceeding from these principles of Marxist-Leninist 
economic theory, in determining the economic effect of 
mechanization and automation the entire saving of social 
labor derived from the use of mechanical and automatic de- 
vices should be taken into consideration to the fullest pos- 
sible extent, and all the favorable results of mechanization 
and automation in the national economy should be brought 
out. 

AIK 

In planning mechanization and automation on a national 
economic level, the establishment of economic effective- 
ness should help to determine the sequence of introducing 
mechanization and automation in the various branches of 
the national economy and in concentrating resources and 
efforts along the most important lines. 

For this purpose the planning bodies must analyze and 
calculate economic effectiveness: 

in selecting the most important measures for mechaniz- 
ing the most labor-consuming processes in the branches 
ot the national economy; 

in dealing with the most important problems of automa- 
tion and of the transition from partial automation to the 
creation of fully automated production processes, shops, 
and factories; 

in raising the all-round mechanization level of some lag- 
ging production branches, as stated in the decision of the 
June Plenum of the Central Committee of the CPSU (for in- 
stance, the mechanization of auxiliary and handling opera- 
tions, of a number of construction, agricultural, and 
other processes); 

in substantiating plans for the introduction of new equip- 
ment, for mechanization and automation measures, as well 
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as in coordinating these plans with the general assignments 
of the national economic plan for output, labor productivity. 
production costs and quality, number of workers and the 
wage bill; 

in substantiating measures for the substitution of old ma 
chinery and modernization of obsolete equipment. 

Economic effectiveness calculations at the level of na- 
tional economic planning should be accompanied by an anal 
ysis of the results obtained from mechanization and auto- 
mation in adjoining production branches, so as to deter- 
mine the opportunities for the fullest possible savings of 
social labor in the national economy. 

The determination of capital investments calls not only 
for taking stock of the direct investments in the given 
measure, but also the accompanying investments involved 
in the development of the production facilities which will 
be permanently linked with the basic enterprise (for ex- 
ample, enlargement of power stations, repair facilities, 
spare parts manufacture, etc.). Further, it is necessary 
to take into consideration the relevant investments in the 
development of instrument making, electronics, hydraulics 
etc., if these expenses are due to mechanization and auto- 
mation and amount to large sums. 

In analyzing the savings of social labor due to mechani- 
zation and automation, account should be taken not only of 
the direct changes in wage payments to the personnel di- 
rectly concerned, but also of the possible changes in the bal 
ance of labor resources of the given districts and in the 
expenses involved in.personnel training, as well as of the 
changes in the volume of the net product obtained, etc. In 
analyzing material expenditures, the influence exerted by 
the redistribution of the surplus product through the mech- 
anism of prices for some products should be excluded (es- 
pecially as regards fuel, electric power, transport, etc.). 
Average coefficients may be employed for approximate est; 
mates of total labor inputs. 

Each measure of mechanization and automation should 
be examined and evaluated from the point of view of its ece 
nomic effectiveness. Other conditions being equal, mech-.- 
anization and automation measures should be carried out, . 
first and foremost, where they are likely to ensure the 
greatest possible national economic effect; this depends toi 
a great extent on the scope on which the measures are be- 
ing introduced at the enterprise, in the industrial branch, 
and in the national economy as a whole. 

In determining the economic effectiveness of capital in-- 
vestments in mechanization and automation for the pur- 
pose of obtaining comprehensive information on the effect : 
of investments at the level of national economic planning i 
is advisable to adopt the following system of general in- 
dices of economic effectiveness: 

(a) production costs of goods produced with the aid of 
mechanization and automation facilities; 

(b) capital investments in mechanization and automa- 
tion; 

(c) rise in labor productivity (output of workers) or re 
duction of labor inputs in production; 

(d) “yield” of output per ruble of capital investment in 
mechanization and automation; 

(e) coefficient of effectiveness of investments (total ana 
additional) in mechanization and automation and the cor- — 
responding period of “recoupment” of capital expenditure» 

Economic effectiveness indices in annual plans should 
calculated from the bottom upward (i.e. from enterprises — 
to the USSR State Planning Committee) on the basis of _ 
draft calculations, data furnished by enterprises, resear 
institutes of the industrial branches, etc. - 

In long-term plans the indices of effectiveness of 
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nechanization and automation should be determined on the 
aSis of summary calculations. 

Summarized data on the economic effectiveness of mech- 
nization and automation measures for long-term planning 
should be derived by drawing on the analysis of mass ac- 
-Ounting materials on the actual results derived from in- 
roducing the relevant measures in previous years, with 
lue consideration for the models prepared by the Central 
statistical Administration of the USSR, the new-equipment 
ans for industrial branches, draft materials, and data 
submitted by research and designing organizations. 

As an example we may point to the necessity of working 
ut the following summary data: 

on capital investments in mechanization and automation 
ind on their share in total expenditures on equipment by 
ranches; 

on the expenditures required to equip one employee with 
nodern implements of mechanization and automation in the 
lifferent branches and by types of mechanization (partial 
ind comprehensive mechanization, automatic production 
ines, etc.); 

on the reduction of labor inputs in terms of days per 1 
nillion rubles of expenditures for mechanization and auto- 
nation; 

approximate normative standards for coefficients of ef- 
ectiveness of capital investments in mechanization and 
uutomation, or recoupment periods in years. 

The elaboration of summarized data may be carried out 
yy the industrial branches’ designing and research insti- 
utes and the State Science and Engineering Committee of 
he USSR. 

Substantiated calculations of the effectiveness of mechani- 
ation and automation call for a correct deter mination of 
ull labor costs, and consequently for the correct establish- 
nent of the value of the goods produced. It is now already 
xxpedient to perform a number of computations in national 
;conomic calculations which would take into account the 
ull costs of living labor, i.e., the effect with due considera- 
ion for all necessary labor and labor expended for society. 
similarly, a number of checking calculations of existing 
yhanges, sales prices, etc. should be performed by planning 
rganizations, enterprises, designing agencies, and the 
ike. 

We mentioned above that in 1958 the USSR Central Statis- 
ical Administration had conducted the first large-scale 
nvestigation connected with the determination of the eco- 
iomic effectiveness of mechanization and automation. Sim- 
lar work, but on a much larger scale and according to a 
ew improved program, is to be carried out in 1960. It is 
O be expected that these materials will serve as the basis 
or working out normative standards that may be supple- 
nented by the standards already available at various es- 
ablishments, designing and research institutions. 

OR 

The methodology of determining the economic effective- 
less to be derived from the introduction of new equipment 
including mechanization and automation facilities) must in- 
lude concrete directions on how the following issues 
should be dealt with in planning and designing practice at 
nterprises, research and planning institutions, special de- 
igning offices, and other establishments: 

(1) how are the economically most effective objects of 
nechanization and automation to be selected ? ; 

(2) how should the economically most effective variant 

e chosen from all possible variants of mechanization and 
utomation ? 

(3) to what extent are the assignments of the enterprise's 
fan for increasing output, raising labor productivity, 
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reducing production costs, number of workers and the 
wage fund being met by the introduction of new equipment, 
mechanization and automation ? 

The most effective capital investments are those which 
make it possible “to build up production Capacities with 
lower expenditures of resources, and to increase the out- 
put of industrial goods within the shortest possible time 
and with a sharp rise in labor productivity and a reduction 
in production costs.”* These directives of the 21st Con- 
gress of the CPSU apply fully to capital investments in the 
mechanization and automation of production. 

Capital investments per unit of annual output, i.e., Specif- 
ic capital investments, the growth of labor productivity 
and the reduction of production costs are reflected in the 
period of recoupment of capital investments. The smaller 
the capital investments per unit of output, the greater is 
the growth of labor productivity and the decline in produc- 
tion costs stemming from these capital investments, the 
shorter is their period of recoupment, and the more goods 
may be produced with the same capital investments. 

The economically most effective variant for the introduc- 
tion of new machinery, for mechanization and automation in 
production is that variant which involves the minimum cap- 
ital expenditures and ensures the lowest production costs 
as compared to other possible variants, or requires 
additional capital expenditures which may be recouped by 
means of reductions in production costs in the shortest 
possible time (providing that the time required does not 
exceed that set by normative standards). Thus, the eco- 
nomically most effective variants for the introduction of 
new equipment are determined either by making use of 
two indices — capital investment and reduction in produc- 
tion costs, or with the aid of three indices — capital in- 
vestment, reduction in production costs, and the period of 
recoupment of additional capital investments. 

In order to determine to what extent the enterprise’s 
planned assignments for increased output, growth of labor 
productivity, and reduction in production costs, number of 
workers and wage fund are being carried out because of 
the introduction of new equipment (including mechaniza- 
tion and automation), the following indices of economic ef- 
fectiveness have to be calculated for each measure in- 
volving the introduction of new equipment in all spheres of 
production: 

(1) capital investments; 

(2) production costs; 

(3) the coefficient of effectiveness or the period of re- 
coupment of total and additional capital investments; 

(4) the rise in labor productivity; 

(5) the increase in annual output due to capital invest- 
ments in mechanization and automation; 

(6) the yearly output of goods per ruble of capital in- 
vestment, which is determined by dividing the fifth index 
by capital investments. 

If data on the magnitudes of these indices are available, 
the capital investments in all measures involving the intro- 
duction of new equipment at the enterprise and the total 
increase in the annual output of goods due to these capital 
investments may be calculated; and the average reduction 
in production costs, the average rise in labor productivity, 
the average period of recoupment of total and additional 
capital investments and the average yearly output of goods 
per ruble of capital investment can be determined as well 


* Control Figures for the Development of the National 
Economy of the USSR for - ate lishing 
House of Political Literature, 1959, p. 56 (Russian edi- 


tion). 


After these magnitudes are calculated, the influence of 
mechanization and automation on the fulfillment of the ma- 
jor areas of the enterprise’s plan can be established. 

The increase in labor productivity in the whole enter- 
prise stemming from the mechanization and automation 
measures being implemented, when expressed as the per- 
centage (AS); is equal to the average increase in labor pro- 
ductivity forall the measures carried out (A,) adjusted for 
the relationship between the number of industrial workers 
(or personnel) engaged in those production processes 
where the measures are being carried out (P), and the 
number of industrial workers (or personnel) engaged in the 
entire enterprise (P,), i.e., 

= ip 
een (1) 

The reduction in production costs in the whole enter- 
prise stemming from the mechanization and automation 
measures introduced, when expressed as the percentage 
(Sas is equal to the average reduction in production costs 
for all the measures carried out (Sc) multiplied by the quo- 
tient obtained by dividing the output produced during the 
year at those production sections at which the measures 
are being carried out (W) by the total output produced at the 
enterprise during the year (Wy), i.e., 


W 
Sh ee 
n Cc Wn (2) 
The increase in the annual output of the whole enterprise 
stemming from the mechanization and automation measures 
introduced, when expressed as the percentage (Wyn), is 
equal to the average increase (in %) in the annual output 
due to carrying out the measures (Wey) multiplied by the 
quotient obtained by dividing the increase in annual output 
due to the mechanization and automation measures (Wm) 
by the increase in annual output for the enterprise as a 
whole stemming from all factors (Wp) making for a rise in 
labor productivity, including improvements in the organiza- 
tion of labor and production, the commissioning of new pro- 
duction capacities, etc., i.e., 


Wyn = Wey -We (3) 


Production costs do not reflect all the social expendi- 
tures involved in production. In the branches of production 
which have a high share of living labor in total production 
expenditures the production cost of the goods produced is 
much lower than their value. In such branches the econom- 
ic effectiveness of mechanization and automation calcu- 
lated on the basis of production costs turns out to be much 
lower than the actual effectiveness. This circumstance 
may serve as an obstacle to the introduction of sufficiently 
effective measures for the mechanization and automation 
of production processes. 

It is therefore our opinion that in order to avoid incor- 
rect conclusions when choosing the economically most ef- 
fective objects of mechanization and automation and the 
most adequate variants of their realization, it is also es- 
sential to determine the period of recoupment of the total 
and additional capital investments with adjusted production 
costs. This may serve as check calculation. 

Production costs may be corrected by adding to wages 
(V) the following two values: 

(1) that portion of wages (V) which goes for the forma- 
tion of social funds of collective consumption (the funds for 
ensuring free education, free medical services for the 
population, etc.) and . 

(2) the value created by labor for society (m). In 
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practice, these corrections are to be made by multiplying 
wages by a common coefficient forall branches of produc- 
tion. 

At enterprises, research and planning institutions, spe- 
cial designing offices, and other establishments the check 
calculations of the recoupment of additional capital invest- 
ments are performed in the following manner: the wage 
fund of personnel at the enterprise which is carrying out 
the mechanization and automation measure is determined 
as regards the output of the given goods. The wage fund 
of the personnel of the enterprise is equal to the sum of 
two magnitudes. The wage fund of the basic categories of 
workers (Vj) is the first magnitude, and the wage fund of 
all other categories of enterprise personnel (Vokp) (auxili 
ary hands, engineers and technicians, junior service per- 
sonnel, etc.) forms the second magnitude. 

The magnitude of the wage fund of the basic categories 
of workers in the manufacture of the given goods is known 
The magnitude is determined in the following manner. 
First, we determine coefficient K, which is equal to the 
ratio of the whole wage fund for all the personnel of the 
enterprise for a given time period minus the wage fund of 
production workers/Vokp = K . Then we multiply the 
wage fund of the Vo basic categories of work- 
ers by the coefficient and thus find the wage fund of all otk 
er categories of personnel, i.e., 


Vokp = Vo K. 


Consequently, the total wages paid to the entire person- 
nel of the enterprise for the manufacture of the given gooo 
is equal to: 


Vo+Vo-K, or Vo (1 +K). 


The wages thus calculated are multiplied by the coeffi- - 
cient established. The value obtained by the multiplication 
is divided by the total and additional capital investments. . 
This yields check calculations of recoupment periods for ' 
total and additional investments. 

The most effective of all the possible variants for the 
introduction of mechanization and automation measures isi 
the one which satisfies one of the following two conditions: 

(a) it requires the least capital investments and pro- 
vides for the lowest production costs; 

(b) it calls for larger capital investments, but en- 
sures the shortest recoupment period for the additionak 
capital investments as compared to the basic variant, whl 
does not exceed the normative recoupment period. | 

The normative recoupment periods for total and addi- 
tional capital investments are determined by making a 
careful study of: 

(1) the mass data on the actual duration of the recoup- 
ment periods for new and additional capital investments — 
which had been carried out over a number of years; 

(2) changes in the conditions of mechanization and aut 
mation which will take place while the normative recoup 
ment periods are in force. = | 

KK | 

The problem of selecting a basis of comparison for in- 
dices of economic effectiveness is of major importance ii 
determining the economic effectiveness of introducing ne 
equipment. . 

In choosing a basis of comparison for indices of eco- 
nomic effectiveness of mechanization and automation, 
should be borne in mind that these indices are being com 
pared for the purpose of solving two different matters. | 
The first involves the solution of the problem of whether t 
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ealization of the given mechanization and automation meas- 
ire is economically expedient. The second consists of de- 
ermining the actual magnitude of the economic effect on 

he national economy per unit of time (a year), provided the 
nechanization and automation facilities created (machines, 
\pparatus, equipment, instruments, etc.) are correctly 
itilized. 

In solving the problem of the economic expediency of in- 
reducing the given measure, the bases for comparison of 
he economic effectiveness of mechanization and automa- 
ion are either the best examples of mechanization and 
utomation already introduced in our country as well as 
hose in foreign practice which yield higher economic ef- 
ectiveness, or samples of mechanization and automation 
vhich have been worked out in draft form and tested. 

In determining the actual magnitude of the economic ef- 
ect to be derived in the course of a year by the national 
-conomy from the introduction of the given variant, pro- 
yided the mechanization and automation facilities (ma- 
*hines, apparatus, instruments, devices, etc.) are correct- 
y employed, different samples of mechanization and auto- 
mation are taken as the basis of comparison, depending on 
he following circumstances: 

(1) if the mechanization and automation samples intro- 
luced serve to substitute for obsolete samples, then the ob- 
solete samples are taken as the basis for comparison; 

(2) if the samples of mechanization and automation to be 
1ewly introduced are employed for the first time at new 
sroduction sections or at newly built enterprises, then the 
average or most extensively used existing mechanization 
and automation samples are taken as the basis for compari- 
son. 

In modernizing equipment (machines, apparatus, instru- 
ments, devices, etc.), both for solving the question of the 
>conomic expediency of the modernization measure and for 
jetermining the magnitude of the economic effect to be 
jerived by the national economy in the course of a year 
from this modernization measure, the same equipment prior 
-o its modernization is taken as the basis for comparison. 

If the designing, introduction and mastery of the new 
samples of mechanization and automation are to take a 
aumber of years, a correction should be made in the in- 
jices serving as the basis for comparison with due consid- 
eration for their changed condition by the time the new 
samples are mastered. 


Indices 
used as 
basis for 


Unit of 
measure- 
ment 


Capital investments: 
(1) total 

(2) additional 
Production costs: 
(1) per unit 

(2) annual 
Recoupment period 
of capital invest- 
ments: 

(1) total 

(2) additional 
Labor productivity 
of workers 

Annual output 


years 
years ~ 
thous. 


rubles 
thous. 
rubles 


329.6 
3678.15 


comparison 


In those cases in which the mechanization and automa- 
tion Samples being introduced increase the scale of produc- 
tion (i.e., the output program for the given type of goods), 
the indices serving as the basis for comparison of mech- 
anization and automation measures should be adjusted toac- 
count for the change in the output program. 

If the variants of mechanization and automation which 
are being compared differ in the periods required for their 
designing, manufacture and introduction, then the effect of 
the time factor on economic effectiveness should be taken 
into account. This is done in the following manner: the 
economic loss which the national economy suffers from 
the slower introduction of equipment in production must be 
added to the capital expenditures on the variant which re- 
quires time for designing, manufacture and introduction. 
This loss is expressed as the product of the following three 
values: 

(1) the normative coefficient of effectiveness, 

(2) the difference in the period of designing, manufac- 
ture and introduction of the mechanization and automation 
variants being compared (in years), and 

(3) the amount of capital investments which remain in 
an uncompleted state during this time. 

When, along with the mechanization and automation of 
production, some other measures are being carried out 
(for instance, the production volume is being increased, 
specialization and cooperation are being extended, and the 
production technology and quality of goods is being im- 
proved), then it is not only the economic effect derived 
from the introduction of the whole combination of measures 
that is to be determined, but also that derived from mech- 
anization and automation measures taken separately. 

The magnitude of the economic effect derived by the na- 
tional economy as a result of introducing mechanization 
and automation should be determined in accord with the 
actual operating conditions of mechanized and automated 
production. This means that in determining the annual sav- 
ings stemming from reductions in production costs, we 
must use real transport expenses, expenses for materials, 
power costs, etc. 

In accordance with the methodology presented in this pa- 
per, the economic effectiveness of the following two meas- 
ures was determined: 

(1) the all-round mechanization of a foundry conveyer 

(Continued on Page 63) 


Best indices 
in USSR 
and other 
countries 


Change of indices: 
increase (+) 
decrease (-) 

absolute: in % 


Indices ob- 
tained after 
realization of 
measures 


+ 412 
+2254.35 
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Major changes in technology have been taking place in 
recent years which bear the nature of a new technical 
revolution. This is of great importance for accomplishing 
the tasks of comprehensive communist construction and 
building up the material and technical basis of communism. 

A tremendous increase in labor productivity is needed 
to achieve an abundance of products. Let us assume that 
industrial output in 1975 will approximately treble, as 
compared with 1958, while the population will increase by 
25-30%. If we assume that the number of workers in in- 
dustry will increase to the same extent, then labor produc- 
tivity should rise by approximately 130-140% and, taking 
into account the shorter working day, even more. Sucha 
growth in labor productivity is possible only on the basis 
of rapid technical progress. 

Integrated mechanization and automaticn of production 
ts one of the basic means of technical progress, which as- 
sures high rates of growth in labor productivity. An ex- 
tensive program for finding the most effective paths to- 
ward integrated mechanization and automation was mapped 
out in the decisions of the plenary meeting of the Central 
Committee of the CPSU held in June 1959. 

ROR A 

Automation of production was begun in our industry, 
transport and other branches of the national economy even 
before the Great Patriotic War. In post-war years its appli- 
cation has been considerably extended. It is also being in- 
creasingly applied in the developed capitalist countries, 
particularly in the United States. In that country capital in- 
vestments in automation in 1959 amounted to about 5 bil- 
lion dollars, and in some branches comprised one-third and 
even one-half of all investments. Automation is being ex- 
tended to ever new branches. As early as 1952 the Ameri- 
can economist John Diebold classed the machine building, 
chemical, cement, oil refining, glass, artificial silk, print- 
ing, bread baking and some other industries among those 
“ripe” for automation. Since then this last has been great- 
ly extended. The term “second industrial revolution” has 
even appeared after the war in the literature dealing with 
automation and other problems of technical progress. 

Automation, of course, represents a very great change 
in the techniques of production. It is taking place simul- 
taneously with great changes in the power and raw materi- 
al industries resulting from the initial industrial applica- 
tion of atomic energy, rapid successes in radio-electronics, 
the wide employment of synthetic materials, etc. It will be 
recalled that as a result of the industrial revolution of the 
18th century machines began to replace manual labor. In 
the middle of the 20th century there began the process of 
replacing machines operated by man by a system of ma- 
chines with automatic regulation and direction of the pro- 
duction process, leaving man only the functions of control 
and management. (1) But the appraisal of the industrial 

revolution merely as a revolution in technology, which is 
widespread in present-day foreign literature, is inadequate. 


The industrial revolution of the 18th century signified an 
upheaval not only in technology but also in the mode of pro 
duction. Large-scale capitalist production replaced the 
manufacturing stage. The present-day shift in technology, 
which is connected with automation and other innovations, 
would deserve the name of a new industrial revolution if 
profound social changes, changes in the mode of produc- 
tion, were bound up with this upheaval in technology. And 
these shifts are inevitable. It is becoming increasingly 
clear that if the use of machinery is inherent in the capita: 
ist mode of production, the new technology, based on the 
automation of production, grows beyond the bounds of capi 
talism and imperatively dictates the need for changing the 
mode of production, for socializing the means of produc- 
tion and going over from capitalism to a higher stage of 
social development, to socialism. 

The rapid development of automation in the capitalist 
countries is closely bound up with an inevitable aggrava- 
tion of all the contradictions of capitalism. 

The quest for maximum profits is the basic factor pro-. 
moting automation in the capitalist countries. A poll con= 
ducted by the journal Automation among over 2,000 indus-— 
trial establishments has revealed the following motives fo 
the introduction of automation: reduction of production 
costs — 94%; expansion of output — 78%; improvement of 
quality — 74%; elimination of losses in processing — 37%: 
a shortage of necessary labor — 16%. 

The use of mechanization and automation devices is of 
advantage to the capitalist only when production expenses: 
including the interest in the capital invested in these de- 
vices, are lower than the expenses of production with the : 
existing implements of labor. Marx wrote that “the use oa 
machinery for the exclusive purpose of cheapening the 
product is limited in this way — that less labor must be 
expended in producing the machinery than is displaced by} 
the employment of that machinery. For the capitalists, 
however, this use is still more limited. Instead of paying 
for the labor he only pays for the value of the labor-poweé 
employed; therefore, the limit to his using a machine is — 
fixed by the difference between the value of the machine 
and the value of the labor-power replaced by it.” (2) At 
the same time, the use of new machines can yield a savins 
in supplies, raw materials and power as well. Of impor-- 
tance also are their length of service and the rate of in- 
terest on long-term investments, since the capitalist viev 
each investment in terms of the interest paid on the em-> 
ployed capital. 

Numerous data show that in a number of cases automa-, 
tion is undoubtedly of advantage to the capitalists, since i 
leads to a decline in capital investments and current pro 
duction expenses. Thus, according to data cited by W. 
Reuther, President of the CIO, tothe US Congressional s 
committee on economic stablization, an automatic install! 
tion manufactured by the Cross Company and used for th 
manufacturing of automobile parts costs 318,000 dollars 
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and replaces 5 machines costing a total of 540,000 dollars. 
The Cincinnati Milling Machine Company has introduced 
an automatic machine line which costs 230,000 dollars 

and replaces 6 machine-tools whose total cost is 240,000 
dollars. Simultaneously, wage costs were cut from 20 
cents to 4 cents per part. Hugh Jones, ina lecture on 
“Automation Today” published in a symposium he edited on 
“Automation in Theory and Practice,” points out that an 
automatic machine line for the production of engines at the 
Austin Motor Company which costs 26,000 pounds sterling 
has replaced 13 machine-tools costing 31,000 pounds ster- 
ling; output has increased 20%, wage costs have been cut 
by 80%, the expenditure of electricity by 30% and the space 
occupied by the new machine line is 20% smaller than that 
taken up by the old machines. 

In a number of cases capital investments during automa- 
tion grow somewhat, but to such a small extent that they 
are recouped in very brief periods. The English progres- 
sive economist Lilley cites data in his book for the Leo 
Computers firm which claim that its improved model of 
an electronic computer costing 75,000 pounds, if used 40 
hours a week, saves 80,000 pounds on wages in one year, 
or, in other words, is recouped in less than 12 months. 

We may present examples of longer periods of recoup- 
ment. For example, at the Ford plants an automated in- 
stallation which performs 70-80% of the machine process- 
ing operations and which costs 200 million dollars will be 
recouped, in the opinion of the management, within 10 years 
if it has a daily output of 4,500 engines. 

Thus, automation undoubtedly is a quite profitable matter 
for each factory which introduces it, and this explains its 
rapid extension and the sizeable investments in it. But the 
consequences of automation under capitalism are deter- 
mined not only by the advantages or disadvantages for the 
given factory. Automation leads to a sharp aggravation of 
the contradictions of capitalism, an aggravation of the main 
contradiction, namely, that between the social nature of 
production and the private mode of appropriation. 

Automation causes a huge increase in output and re- 
quires a constant expansion of markets. An automatic ma- 
chine for the mass production of bulbs for electric lamps 
was introduced in the United States in 1930. Subsequently, 
the principles of operation of this machine were used in 
developing an automatic machine which is owned by the 
General Electric Company and the British Thompson Hous- 
ton Company. This automatic machine produces 1.5 mil- 
lion glass bulbs daily, which makes it possible not only to 
cover the requirements of all electric bulb factories in 
Britain but also to export bulbs to European countries and 
the British Commonwealth. Such mass production is pos- 
sible only in conditions of uninterrupted sales. If the mar- 
ket should be glutted and less bulbs were needed, the auto- 
matic machine would become disadvantageous. Here is an- 
other example. Automation in the American automobile 
industry undoubtedly has been one of the major factors 
making for a big expansion in the output of automobiles, 
which at present amounts to 7-8 million motor vehicles 
annually. This large growth of production also requires a 
corresponding increase of markets. But the sale of auto- 
mobiles encounters difficulties. In 1955 the number of un- 
sold automobiles in the United States exceeded 350,000, in 
1956 it reached 700,000 and then climbed to 900,000. The 
sale of automobiles on the installment plan is growing all 
the time. The number of unsold automobiles is rising in 
Britain as well. The sale of automobiles in other coun- 
tries is hampered by the competition of exporters from 
France, Italy and West Germany. Asa result, automobile 
is have to curtail production. Under these conditions 
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automated production may become unprofitable. Mass pro- 
duction and, consequently, the introduction of automation 

in other branches, in the radio equipment industry for ex- 
ample, 1S running up against similar marketing limitations. 

With the ever broader introduction of automation, mar- 
keting difficulties rise sharply. The point is that automa- 
tion reduces the number of workers and thereby cuts the 
effective demand. American bourgeois scholars are try- 
ing to deny this fact. More than that, for example, the 
economist John Diebold, mentioned earlier, writes that one 
of the chief factors causing the growth of automation in the 
United States is an alleged shortage of labor, which does 
not at all correspond to American data on the reasons for 
automation which we presented earlier. In reality, under 
capitalism automation inevitably leads to a reduction in the 
number of workers, to their ousting from industry. Con- 
trary to the assertions of bourgeois apologists, unemploy- 
ment in a number of capitalist countries, the United States 
in the first place, is not declining at all; in the future this 
problem will grow increasingly acute. An insoluble con- 
tradiction arises. While the economic effect of automation 
consists largely of a reduction in wage costs, on the other 
hand this inevitably entails a reduction in consumption and 
hence in sales, without which mass production, and conse- 
quently automation, is impossible. 

Automation, which leads to the ousting of workers from 
industry, unemployment and greater exploitation, at the 
other pole of the capitalist economy leads to greater prof- 
its, to the concentration of production and the growth of 
monopolies. Although automation in a number of cases 
requires smaller capital investments as compared with 
non-automated production, nevertheless it requires sub- 
stantial additional funds for the purchase of new machine- 
tools and devices. Only the largest enterprises are able 
to allot such funds. According to statistics of the journal 
Automation, out of a total of 5 billion dollars invested in 
automation in 1959, large mass-production plants ac- 
counted for 3 billion dollars, middle-sized plants for 1.3 
billion dollars and small enterprises for 650 million dol- 
lars. At the same time the plants which effected automa- 
tion are uSually in a better competitive position and can 
easily absorb their smaller rivals. All this leads to the 
concentration of capital, the growth and strengthening of 
the monopolies. 

2K 

The situation is entirely different in the USSR, where 
automation and mechanization represent highly important 
elements of technical progress. In socialist society the 
economic limits for the employment of machines are 
much broader than under capitalism, if only because the 
cost of the machine is compared not with the wages of the 
workers it replaces but with the entire net product they 
produce, i.e., with the sum of the workers’ wages and the 
product they produce for society. Moreover, in socialist 
society, account is taken of the easing of the labor of the 
workers which results from the introduction of new ma- 
chines and other advantages of the latter. 

As a result of the vast social and economic changes in 
the USSR, the material and technical basis of socialism 
was built in a very brief historical period after the great 
October Socialist Revolution; a transition was effected 
from primitive technology, from a poorly developed indus- 
try to a modern advanced industry capable of producing 
such highly complex things as space rockets and installa- 
tions for thermo-nuclear reactions, and an extremely back- 
ward agriculture was converted into modern mechanized 
agriculture. In the technical level of a number of indus- 
tries the USSR has already left developed capitalist countries 
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far behind. The task now is to build up the material and 
technical basis of communism. A very important part in 
accomplishing this is going to be played by all-round mech- 
anization and automation. 

The national economic effectiveness of integrated mech- 
anization and automation consists first of all in that they 
accelerate the rates of expanded socialist reproduction, 
ensuring a huge rise in labor productivity. 

Automation, ensuring a more appropriate technological 
set-up, increases the productivity of equipment. The wear 
and tear of equipment is reduced, the amount of repair 
work and the expenditure of raw material, fuel and power 
is cut. Improvement in the quality of output is of great im- 
portance. In the machine building industry, for example, 
high precision of processing in mass production is at- 
tained; in the food industry foodstuffs are manufactured - 
without the human hand touching them, and so on. In a num- 
ber of cases, only automation ensures a change-over to 
continuous direct-flow, highly efficient processes. Only 
automatic control makes it possible to sharply increase the 
speed of rolling mills. The technological process of con- 
tinuous pouring of steel in impossible without automation; 
the operation of atomic electric stations and the produc- 
tion of nuclear “fuel” requires automatic control. 

At the same time, automation lightens working condi- 
tions and makes them safer, making it possible to get 
along without people in shops injurious to health in chemi- 
cal and other factories, to raise the speed of production 
processes without increasing the intensity of labor. 

A growth of labor productivity in the USSR, by reducing 
the requirements of labor-power, brings about a reduction 
of the working day and the working week, longer holidays, 
etc. This, in turn, enables the working people to spend 
much more time on the acquisition of knowledge, cultural 
advancement and all-round intellectual and physical devel- 
opment. 

Automated production requires job-setters, technicians 
and engineers, i.e., workers of higher qualification, first 
of all mental workers. At the same time, the training of 
skilled workers for the operation and control of mechaniza- 
tion and automation devices becomes exceedingly impor- 
tant. The advantages of the socialist system, manifested 
especially in the highly developed system of education, 
made it possible to raise the number of specialists with a 
secondary or higher education engaged in the national econ- 
omy to 7.5 million in 1958. The high degree of skill of 
workers in industry facilitates the ever broader display of 
their initiative in improving machinery and introducing ad- 
vanced technology. All this has accelerated the process 
of obliterating the essential distinctions between mental 
and physical labor. 

While under capitalism mechanization and automation 
deepen social contradictions, in the USSR mechanization 

-and automation, as important means of technical progress 
and the development of productive forces, fully conform to 
the socialist relations of production. At the same time, 
their widest possible introduction becomes one of the basic 
conditions for the most rapid creation of the material and 
technical basis of communism. 

Definite distinctions exist in the levels of mechanization 
and automation, which to a certain extent conform to the 
stages intheir development. So far partial mechanization 
is most widespread. It covers the most labor-consuming 
part of the production process while retaining a considera- 
ble share of manual operations. Manual operations fre- 
quently reduce the effectiveness of the employed machines. 
That is why ever greater significance is assumed by inte- 
grated mechanization, which provides for the full ~ _ 
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replacement of manual labor by machinery, including aux- 
iliary operations, and the performance by workers of func- 
tions of controlling the machines. Automation may also 

be partial when it covers only one technological process 
and part of the functions of controlling the machines, while 
the other control functions are performed by the workers. 
Integrated automation provides for the fulfillment of all 
working and operating functions by machines, while per- 
sonnel have to perform only the functions of setting the ma- 
chines and of control. The highest stage of integrated 
automation is represented by an automatic system of ma- 
chines which ensures self-control throughout the entire 
production process in accordance with a set program. 

Definite successes have already been registered in the 
development of mechanization and automation. But these 
achievements are very uneven among the various branches 
and separate sections of the production process. This is 
explained both by the different degree of readiness of their 
technology for mechanization and automation, and frequent- 
ly by the insufficient utilization of the available opportuni- 
ties. Here are examples from some industries. 

Considerable achievements in automation and mechani- 
zation have been scored in the power industry. According 
to figures of the Central Statistical Administration, the 
total capacity of power systems controlled from dispatch- 
ing points amounted to 90% of total power system capacity 
in 1958: 109 large and medium-sized hydroelectric sta- 
tions with 382 units and a total capacity of 9.5 million kw. 
were automated, which amounted to 90% of the total ca- 
pacity of all hydroelectric stations. Most hydroelectric 
power plants are remote-controlled from dispatching points 
located hundreds of kilometers away at times. At large 
stations 4-5 men work per shift, and at medium-size 
plants, 1-3 men. Twenty stations in general operate with- 
out a regular staff. On the whole, automation and mechan- : 
ization have made it possible to reduce the production per-- 
sonnel at large hydroelectric stations from 7,000 to 4,000. | 

At small hydroelectric stations, of which there are 
about 7,000, automation and all-round mechanization are 
far from adequate. It is quite possible to combine a few 
small hydroelectric stations into cascade groups, with a 
general administrative and technical management and serv; 
ice personnel. For example, in the Chirchik-Bozui water! 
way (Uzbekistan), 16 hydroelectric stations have been 
combined; 11 of them operate without any personnel on 
duty and are controlled from the basic hydroelectric sta- 
tions. This has made it possible to reduce the service 
personnel by 700 people (by nearly 66%) and also to cut thes 
production cost of electricity by 15%. All outlays have 
been recouped in two years. 

The automation and integrated mechanization of thermal | 
electric stations is much more difficult. All new district — 
heat and power plants of the block type (boiler-turbine- 
generator-transformer) are built with automation of 
all the thermal processes and centralized control of the 
blocks. This, for example, makes it possible to have only » 
one-tenth of the personnel required in the older district 
heat and power plants. At operating stations with central-- 
ized control, all-round automation is usually not justified — 
because it involves quite substantial capital investments © 
for the radical reconstruction of equipment and technolo 4 
cal circuits. The term of recoupment of these capital in- 
vestments is too long. A much greater effect is obtained 
at existing heat and power plants by partial automation of 
separate processes. Almost all boilers have automatic 
water feeders; full automation of combustion processes 
was employed at 900 powerful boiler units in 1958, whic 
yielded a considerable saving in fuel. Many other pieces’ 
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of equipment have been automated, for example, the switch- 
ing devices, equipment for changing the operating regime, 
etc. Automation and mechanization should also cover oth- 
er production processes at heat and power plants. The 
most labor-consuming jobs in the fuel transport shops 
should be fully mechanized in the first place. 

Mechanization is inadequately integrated in the coal in- 
dustry. To this day, alongside almost completely mechan- 
ized processes such as hewing, breaking and transporting 
the coal in the stopes, many processes are still poorly 
mechanized, while roof propping and other important jobs 
are done by hand. 

By 1965 it is planned to introduce all-round mechaniza- 
tion in 30% of all the mine faces. This will yield a con- 
siderable economic effect. For example, mechanization of 
propping, although it demands somewhat greater capital in- 
vestments and expenditures of materials, cuts coal produc- 
tion costs to such an extent that this measure is recouped 
within six months to two years. 

The hydraulic method of coal mining with the help of pow- 
erful hydromonitors and hydraulic transportation is highly 
effective. Employment of this method at the Polysaevskaia- 
Severnaia mines in the Kuznetsk Basin shows that capital 
investments and labor expenditures are cut substantially, 
while labor productivity is doubled or trebled. Hydraulic 
mining presupposes the all-round mechanization of the en- 
tire technological process, and a number of processes can 
easily be automated as well. By 1965 the production of 
coal by this method is to be brought upto 45-50 milliontons 
annually, and hydraulic mining and transportation is ex- 
pected to yield a saving of 4 billion rubles in production 
costs and 4 billion rubles in capital investments in the sev- 
en-year period. 

Strip mining of coal is economically advantageous. By 
1965 about 140 million tons will be mined by this method 
annually. Strip mining makes possible the all-round mech- 
anization of the entire technological process. It is also 
much easier to introduce automation at strip mines. 

Automation in the coal industry is only making its first 
steps so far. Recent years have seen the introduction of 
automation and remote control of some machines and equip- 
ment, of hoists, conveyer belts, cranes, underground wa- 
ter pumps, mine ventilators, etc. Automation of this ma- 
chinery and equipment will sharply cut the number of work- 
ers servicing them, by as much as 90 to 95%. In some 
cases no workers will be needed at all. The automation 
expenses will be recouped in a very short period, 1-2 
years. 

Many designing, research and educational establishments 
are now working on the solution of the problem of mining 
coal without the presence of workers inthe mine faces. A 
solution of this problem will be of tremendous economic 
and social significance. But so far such installations have 
not been tested and introduced, and it is difficult to judge 
their possible effect. 

_ The level of mechanization in the oil and gas industries 
is high, All the extraction processes have been largely 
mechanized. On the other hand, automation has been only 
partially introduced so far. Automation and centralized 
remote control and operation of wells from dispatching 
ooints are highly effective economically. At the Bavlyn Oil 
Trust output per worker after the introduction of automa- 
‘ion and mechanized remote control of the oil fields rose 
38% and it became possible to release a considerable num- 
oer of workers directly engaged in oil extraction. Accord- 
s to calculations of the USSR Oil Research Institute in- 
stments in automation are recouped through lower pro- 
juction costs in 1 to 3.5 years. At the Bavlyn Oil Trust 
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the investments are recouped in 2.7 years. It should be 
noted that in the United States, too, oil-field automation 
expenses are recouped in very short periods, from one to 
three years. 

Extensive introduction of local automation and remote 
control systems in the oil industry are planned in the cur- 
rent seven-year period. Automation will yield a net sav- 
ing of about 850 million rubles annually and the term of 
recoupment will be two years on the average. 

In the gas industry all extraction processes are fully 
mechanized. The main task of automation is the group col- 
lection of the gas and automatic control of the wells. This 
will make it possible to reduce the service personnel to a 
mere fraction of present requirements and cut the cost of 
producing gas by 15% and more. Investments in these auto- 
mation measures will be recouped in about five years. By 
1965 integrated mechanization is to be introduced at no 
less than 75% of the gas wells. 

In the iron and steel industry a number of operations of 
controlling and regulating blast furnace smelting have been 
automated. About 95% of the pig iron is produced with the 
help of instruments which regulate the temperature and in- 
tensity of the blast. All large furnaces have regulators of 
the humidity of the blast and of gas pressure at the furnace 
top. Up to 95% of the open-hearth steel is melted in fur- 
naces equipped with control instruments and automatic de- 
vices for regulating the heat regime. But the level of auto- 
mation in steel rolling is inadequate so far: only 50% of 
the rolled stock is produced in mechanized rolling mills, 
and cleaning and finishing operations are poorly mechan- 
ized. Much remains to be done to mechanize auxiliary 
jobs. The current Seven-Year Plan calls for introducing 
integrated automation in the iron and steel industry, first 
of all in blast furnace operations and steel melting and al- 
so in rolling. 

Much has to be done as regards all-round mechanization 
and automation in the machine building industry. At pres- 
ent 1.9 million metal-cutting machine-tools are in opera- 
tion in the Soviet Union as compared with 2.2 million in the 
United States. But the requirements for high-efficiency 
machine-tools are greater than the level of their produc- 
tion achieved to date. The share of automatic and semi- 
automatic models in the total output of machine-tools is 
still insufficient (33%); by the end of the current seven- 
year period it will be brought up to 43%. The rate of out- 
put of automatic machine lines is still low. In the fourth 
Five-Year Plan 41 automatic machine lines were produced 
in a centralized way, in the fifth Five-Year Plan 67, and in 
the three years between 1956 and 1958, 61. The Seven- 
Year Plan calls for the creation of no less than 1,300 auto- 
mated plants, shops and lines in the machine building in- 
dustry. 

The effectiveness of automatic machine lines in the ma- 
chine building industry varies quite considerably. There 
are a number of cases in which they are highly effective. 
Thus, capital investments in an automatic line for the 
mechanical manufacture of a crank-case unit at the Ham- 
mer and Sickle Plant in Kharkov will be recouped in 2.5 
years; in an automatic line for producing a cylinder block 
of a Diesel engine the recoupment period is four years, 
and in an automatic line for producing the block cylinder 
head it is five years. At the Moscow Low-Power Motor- 
car Plant, designers’ calculations show that investments in 
an automatic line for producing the slots under the c1ank- 
shaft and the camshaft in the engine cylinder block of the 
Moskvich 407 will be recouped in 7.2 years when com- 
pared with the former direct production line of machines. 
There are also cases of longer periods of recoupment, for 
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example, at the automated piston factory in Ulyanovsk. 
Some automatic lines even result in a higher cost of pro- 
duction. For example, at the First State Ball Bearing 
Plant the cost of manufacturing and assembling ball bear- 
ing rings is higher on the automatic line than when done 
on separate machines. These differences are explained 
by various reasons, including the fact that expenditures on 
designing and experimenting, which required costly unique 
equipment, were included in the costs of automation. An- 
other telling factor was the shortcomings in the operation 
of automatic lines. Specifically, in some cases no radical 
change in the technological process called for by automa- 
tion was made, precise supply provisions were not or- 
ganized, there were interruptions in operation, increased 
Spoilage, etc. 

Examples of high effectiveness of mechanization and 
automation could be cited in other industries as well, par- 
ticularly the chemical industry, transport and agricul- 
ture. 

An analysis of the available material makes it possible 
to conclude that mechanization and automation so far have 
been carried out rather unevenly by branches and separate 
links of the production process. This is a result of insuf- 
ficient integration and inadequate study of the effect mech- 
anization and automation can yield. 

The 21st Congress of the CPSU and the Plenary Meet- 
ing of the Central Committee of the CPSU (June 1959) indi- 
cated the main trends of all-round mechanization of pro- 
duction in separate branches of industry, construction, 
transport and agriculture. The existing shortcomings in 
mechanization trends should be eliminated in the process 
of accomplishing these tasks. The fact that mechanization 
is not integrated, and alongside machines some important 
technological processes are performed by hand, has an ex- 
tremely adverse effect on the utilization of machinery and 
equipment. That is why the study of experience in the use 
of machines and equipment is so important. 

It is highly important to correctly select the types of 
machines so that they conform to the conditions of opera- 
tion and to organize the entire technological process so 
that the idle time of machines is reduced to a minimum. 
Experience has shown, for example, that powerful walking 
excavators have been used improperly in cases where they 
had to be shifted frequently, that the efficient use of coal 
combines is limited by the lag in roof propping and im- 
proving underground transportation, etc. It is necessary 
to design the most efficient machines and equipment in an 
integrated way, providing simultaneously for the most ra- 
tional organization of the production process conforming 
to these machines. 

It is necessary to correctly establish the sequence of 
mechanization and automation; they should be effected in 
the first place where they ensure the utmost economic ef- 
fect, replacing manual labor and raising labor productiv- 
ity. It is necessary to study the sectors of the national 
economy where mechanization and attomation can be most 
effective, where manual labor is most widespread. 

Of great interest-from this point of view, for example, is 
the study of the number of workers of different groups, 
made by the Central Statistical Administration and sum- 
marized in the book of Ia. B. Kvasha, Statistical Study of 
Labor Mechanization (1959). According to these figures” 
70% of the workers engaged in loading and unloading jobs 
in Soviet industry work by hand. The number of workers 
_ engaged in repair jobs is also quite high and their produc- 
tivity is low. Altogether 62.1% of the workers in industry 
were doing manual labor in 1954. Some of these manual 
operations are subject to mechanization only with difficulty. 
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More than that, some categories of manual workers have 
appeared as a result of mechanization (for example, re- 
pair mechanics, electricians, tool-and-die makers, pat- 
tern makers, and others). But much arduous manual labor 
is still performed. According to the same calculations, 

the proportion of workers doing manual labor on jobs 

which could be directly mechanized amounted to 44.2%, 

with the share of workers doing unskilled manual labor 
amounting to 22.2%. It is here that many important possi- 
bilities for mechanization are to be found. 

The inadequate level of mechanization in industry is also 
shown by the rather high proportion of auxiliary workers. 
Thus, for industry as a whole the ratio of basic to auxiliary 
workers was 55:45, while in some branches the share of 
auxiliary workers was even higher than that of basic work- 
ers. In the United States the share of auxiliary workers in 
the iron and steel industry is 30% and in Soviet industry 
57%. Mechanization and automation can substantially re- 
duce the number of auxiliary workers, thus raising the 
economic effectiveness of production. 

All-round mechanization and automation can play a par- 
ticularly important part in areas with an inadequate supply 
of labor, first of all in the development of labor-consuming 
industries. Measuring the effectiveness of mechanization 
and automation in cost terms alone may prove insufficient 
in such cases. Indeed, if there is a shortage of labor in the 
given area, the effectiveness of mechanization and automa~ 
tion will consist not only in a Saving on current expenses; 
mechanization and automation will enable society to de- 
velop production where this was impossible owing to the 
shortage of labor. Specifically, they are of great impor- 
tance in areas of the North and the East, in the coal, non- 
ferrous metals and timber industries, in construction, etc. 
But in such cases a comparison should be made of the ef- 
fectiveness of mechanization in different areas. If, for 
example, the necessary quantity of coal can be mined with 
the help of mechanization in the Pechora or Kuznetsk 
areas, it is necessary to make a comparative analysis of 
the effectiveness of this measure in both areas, taking into 
account the distance and the expense of transporting the 
coal to the place of consumption. 

Automation, just as all-round mechanization, is being in-- 
troduced quite unevenly by branches as well. This is ex- 
plained by the fact that various industries have become 
“ripe” for automation in different degrees, i.e., are differ- 
ently prepared for it by the nature of technological proc- 
esses and the scale of production. Hence, it is very im- 
portant to establish the sequence of automation, and on the 
other hand, to carry out organizational measures in a num - 
ber of industries which would make automation more effec-:- 
tive. 

It is clear that automation is most effective when the 
mass production of standardized goods of the same type is 
needed. This naturally is not the case in all industries 
and at all enterprises. But it is quite possible to carry out! 
measures which extend the possible use of automation and 
extend the scale of production. Such opportunities, for 
example, are afforded by specialization and co-operation 
which help concentrate production in a smaller number of _ 
places. Greater mass production can be promoted bya _ 
reduction in the number of models, which at times are too 
numerous, by the standardization of quality, etc. Of great . 
Significance for the successful introduction of automation 
is the steady provision of automatic factories, shops and — 
machine lines with spare parts, raw materials and supplies 
in order to prevent any interruptions in Supply, and also a 
change in the entire organization of production so as to t 
achieve maximum co-ordination. It is exceedingly 
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important to develop the production of measuring and con- 
‘rol instruments and other implements of labor necessary 
for the successful installation of automation devices, the 
further improvement of these devices and reductions in 
heir costs. Lastly, the successful development of automa- 


ion depends to a large extent on the training of highly quali- 


fied job-setters, electricians and others who have to set up 
che automatic machines and control their operation. 

The concrete objects of mechanization and automation 
should be determined on the basis of the economy’s capital 
investment plan, taking into account the specific features 
of industries and areas. This plan, drawn up on the basis 
of the balance-sheet method, should also take into account 
he comparative economic effectiveness of automation and 
mechanization measures. 

The plenary meeting of the Central Committee of the 
CPSU (June 1959) instructed the USSR State Planning Com- 
mittee, the USSR Academy of Sciences, the State Scientific 
and Technical Committee of the USSR Council of Ministers 
and the USSR Academy of Construction and Architecture 
0 elaborate in 1959 the methodology of determining the 
=conomic effectiveness of the mechanization and automa- 
ion of production, taking into account the specific features 
»f separate branches. Work on elaborating this methodolo- 
xy iS now in progress. 

OR 

The economic effectiveness of mechanization and automa- 
ion is established on the basis of the same general princi- 
oles as the effectiveness of capital investments in new 
-echnology, principles elaborated by the Institute of Eco- 
10mics of the USSR Academy of Sciences, jointly with other 
>conomic scientific institutions. At the same time, the 
methodology of determining the effectiveness of mechaniza- 
ion and automation takes into account their specific fea- 
ures aS important means of technical progress, and also 
he national economic importance of the branches and areas 
where they are being introduced. 

The economic effectiveness of mechanization and auto- 
mation is expressed in an increaSe in the productivity of 
social labor and a decline in production costs. The full 
saving of social labor should be established, not only at the 
yiven factory or in the given industry, but in the entire na- 
ional economy. Its own consequences should also be con- 
sidered: easing of work, reduction of the working day, a 
cise in the skill of workers, creation of conditions for 
sliminating the essential distinctions between mental and 
manual labor, etc. 

In our opinion the main indices of the economic effective- 
1ess of automation and mechanization measures are: 

(a) the value, or temporarily, until this is fully ascer- 
ained, the cost of production with the necessary adjust- 
nents, 

(b) capital investments in the mechanization and auto- 
nation of production (the total amount and the capital in- 
rested per unit of output), 

(c) the coefficient of effectiveness, or period of recoup- 
nent, determined by comparing the additional capital in- 
restments (the difference in capital investments) and the 
lifference in production costs. 

To perform concrete calculations it is also necessary to 
york out a number of problems and to incorporate the re- 


sults in the instructions on the general points of the method- 


logy. , 
One of these problems is how to calculate wages. Under 


1utomation the wage system should be altered. It is hardly 
correct to apply the piece work system in the case of auto - 
nation since the volume of output in automated production 
lepends on the worker to a much smaller extent than in 
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non-automated production. At the same time it is evident- 
ly expedient to apply bonuses for reducing spoilage. The 
calculation of wages on a time rate system will facilitate 
a reduction of production costs when the volume of output 
is increasing. 

The effectiveness of mechanization and automationas re- 
gards raising labor productivity should be determined, in 
our Opinion, not only by the reduction in the number of 
workers and the total payroll, i.e., not only by the saving 
in labor achieved in the given branch of the economy, but 
also by the effect which can be obtained from the release 
of labor for employment in the entire national economy. 
Under socialism there is no unemployment and the workers 
released as a result of mechanization or automation will 
always find jobs in accordance with their abilities in other 
sections of the economy. The utilization of these workers 
in other branches leads to an increase in the net national 
product, the national income, i.e., it yields an additional ef- 
fect. Such an effect is inherent only in the socialist econ- 
omy. Under capitalism the released workers, as a rule, 
swell the ranks of the unemployed. 

A proper calculation of shop expenses and also general 
factory expenses, which at times comprise a considerable 
share of production costs, particularly in the machine 
building industry, is also very important. These expenses 
should be calculated directly and not determined in pro- 
portion to wages, since the share of production wages in 
production costs drops sharply under automation and this 
may lead to inexact and wrong conclusions. 

In cases in which sales prices, rates, etc. deviate sharp- 
ly from value it is necessary to use adjusted prices and 
rates in calculations of effectiveness, taking into account 
the cost of production and the average accumulations. Pos- 
sibly, the cost of production as a whole should also be ad- 
justed by adding to wages that part of value that goes for 
the creation of the social collective consumption funds, and 
also the value created by labor for society. 

In determining the amount of capital investments, ac- 
count should be taken not only of direct investments in the 
planned automation devices, but also investments in the 
development of related branches of the national economy 
needed to ensure the operation of these devices. These in- 
clude investments in branches constantly linked with the 
given enterprise, for example, in the development of pow- 
er and raw-material production, repair facilities, supply 
warehouses, etc. Account must also be taken of invest- 
ments in the development of allied branches, for example, 
precision instrument making, if these expenses are called 
for by automation of the given type of production. 

Investments in housing and the construction of cultural 
and other establishments, above all in newly developed 
areas, should be calculated separately and should not be 
included in the general figure of capital investments. The 
provision of the people with housing facilities is done by 
the state irrespective of one or another technical measure, 
including the introduction of new technology. 

Expenses involved in increasing working capital should 
be added to capital investments in mechanization and auto- 
mation devices because the latter may bring about changes 
in the stocks of raw material, supplies, or tools, thereby 
causing changes in the amount of working capital. (Should 
working capital decline, the saving should be deducted 
from capital investments.) 

Account of the losses sustained as a result of writing off 
fixed assets while they can still be utilized is an impor- 
tant point as well. These losses should be added to the 
capital investments in an amount equal to the actual value 
of these fixed assets as of the day when they were written off. 
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In choosing a basis for comparing the indices of econom- 
ic effectiveness of mechanization and automation two prob- 
lems must be borne in mind: first, is the measure econom- 
ically expedient in general, and second, what is the real 
magnitude of the economic effect in the given branch, at the 
given enterprise. To solve the first problem the finest 
models of already existing mechanization and automation 
in the USSR and other countries are taken as the basis for 
comparison, and for solving the second problem, the 
models of mechanization or automation which are being in- 
troduced or are most frequently used in the given branch. 
In cases in which mechanization and automation lead to re- 
ductions of production costs and savings on capital invest- 
ments, the question of the period of recoupment of the addi- 
tional capital investments does not arise and the variant 
which gives the lowest production costs and capital invest- 
ments is chosen, 

If mechanization and automation require additional capi- 
tal investments, it is necessary to calculate the coeffi- 
cients of effectiveness of capital investments or the periods 
of their recoupment (in these cases jt is a matter of calcu- 
lating the relative and not the absolute effectiveness of the 
capital investments). The derived periods of recoupment 
or coefficients of effectiveness should be compared with 
the established norms. 

Experience has shown that automation and mechanization 
in a number of cases ensure brief periods of recoupment 
-- one or two years and even less. But, in our opinion, the 
minimal periods must not be taken as the standard ones. 

Some economists claim that it is necessary to apply the 
minimal periods of recoupment, for example, two years. 
But this would mean, for example, that measures which 
will be recouped in three years should not be carried out. 
This would only hamper automation and mechanization, es- 
pecially in view of the novelty of the matter and the intri- 
cacy of solving new technical problems. 

If automation and mechanization measures differ as re- 
gards the duration of designing, manufacture and introduc- 
tion, account should be taken of the time factor in making 
an economic comparison of the variants. The economic 
result of reducing or increasing the time required for car- 
rying out these measures should be reflected by adjusting 
the sum of the needed capital investments, taking into ac- 
count the average effect which could be obtained in other 
sections of the national economy, provided the capital in- 
vestments are used efficiently. In practice this means that 
if, according to one variant, capital investments will be 
made later, their magnitude is not equivalent to the magni- 
tude of capital investments made at the given moment. Cap- 
ital investments of future years should be reduced to capi- 
tal investments of the given moment through multiplication 
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by the coefficient K = a 7%, in which \ is the average 
coefficient of effectiveness for the national economy as a 
whole, and t is the number of years for which the capital 
investments can be deferred. 

Particular importance should be placed on deriving a 
comprehensive and complete estimate of the savings of so- 
cial labor obtained as a result of automation and mechani- 
zation, not only at the given enterprise, but also in allied 
branches and the national economy as a whole. We must 
also take into account the social consequences of automa- 
tion and mechanization. It is necessary, alongside value 
indices, to consider natural indices: the increase in labor 
productivity, reduction inthe time needed for the develop- 
and introduction of new technology, the higher level of 
utilization of production capacities, the operating speeds 
of equipment, improvement in the quality of output, better 
organization of production, improved working conditions. 

Lastly, a differentiated analysis of the effectiveness of 
automation and mechanization as such and of other closely 
related measures is of great importance: heightened 
Specialization and co-operation, radical change in the tech- 
nology of production, change in the volume of output and its 
quality, etc. Each of these measures influences production 
costs and the level of capital investments, and their effec- 
tiveness must be brought out separately for the purpose 
of establishing the effectiveness of automation and mech- 
anization more precisely. 

The methodology now being elaborated for calculating the 
effectiveness of automation and mechanization as a whole, 
taking into account the specific features of separate 
branches, will enable planning and designing agencies, re- 
search institutes and industrial enterprises to determine 
the sequence for carrying out these measures and con- 
tribute to their successful introduction. This should play 
an important part in accelerating technical progress in the: 
process of building the material and technical base of com+ 


munism. 
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Mathematical Methods Are Coming Into Use in Economics 


The tremendous sweep of communist construction in the 
USSR poses a number of tasks of the greatest importance. 
One of these involves the enrichment of planning practices 
and guidance of the national economy in every possible way 
with the newest findings in economic science and in mod- 
>rn computing techniques. 

Every-day experience presents us with the kinds of prob- 
ems whose rapid and efficient solution is simply impossi- 
9le without the use of mathematical methods. For example, 
given the existing location of the metallurgical industry and 
srevailing requirements for rolled metal, we must find that 
variant of railroad shipments which involves minimum 
costs. If we keep in mind that rolled metal is produced at 
‘elatively few points while it is consumed everywhere, it 
§ clear that in attempting to find a scientific basis for one 
or another decision the very number of possible transpor- 
ation variants eliminates any inclination to attempt calcu- 
lations in the old way. 

Moreover, even before the war Soviet scholars proposed 
2 general methodology for solving problems of optimal 
dlanning, which later became the foundation for the so- 
called method of linear programming. Given a number of 
d0Sssible variants, this method permits us to select those 
which yield the minimum or maximum (depending on the 
Iroblem) indicators required: for example, the minimum 
-ost of transportation, as in the preceding example, or the 
maximum production of goods with given resources. This 
nethod is also applicable to a large number of other prob- 
ems, beginning with the working out of the most rational 
system of utilizing equipment at enterprises or the most 
sconomical method of cutting out material, and ending with 
he elaboration of the most rational system of economic 
ies within the country as a whole. This method guarantees 
1 high degree of precision, makes it possible to check on 
he results obtained, and absolutely guarantees that the 
selected variant is actually the best possible one in the 
-oncrete Situation. 

The effectiveness of mathematical methods of solving 
sconomic problems is explained, aside from anything else, 
yy their reliance on the newest computing techniques, and 
bove all, electronic computers. This accounts for the un- 
recedented speed with which calculations may be per- 
ormed and the ease with which large number of computa- 
ions may be carried out. 

As an example we may cite the calculation of the optimal 
lan for shipments of building bricks on the Moscow- Kursk- 
Jonbass railroad. This calculation, performed by person- 
el of the Institute of Integrated Transportation Problems, 
howed that with an optimal organization of shipments the 
otal volume of transport operations could be reduced by 
03 thousand ton-kilometers, or by 12%. Another calcula- 
ion involved the optimal organization of brick shipments 
rom 8 plants to 186 construction sites in Moscow. Its re- 
ults yielded economies of more than 55 million rubles. 
ll this was achieved without a single kopek of additional 
xpenditure, wholly as a result of changes inthe organiza- 

on of operations! 

Brookine into the future, we can imagine the following 
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picture. Every enterprise (or group of enterprises) has its 
own small electronic computer. With its help, factory 
economists calculate optimal production plans which en- 
sure maximum output at minimum costs. In this process, 
the programs which are run through the computers provide 
for a readjustment of the production process in case of in- 
dividual departures from the original assignments so that 
the required result will ultimately emerge: maximum out- 
put at minimum costs. The information received from each 
enterprise is stored in recording installations of larger 
electronic computers available at economic councils, and is 
then used as the basis for new optimal calculations of an 
inter-industry nature at the level of whole economic re- 
gions. The results of these computations, transmitted to a 
central computing complex which is equipped with power- 
ful, rapidly operating electronic computers, comprise the 
final materials used by planning agencies to prepare an 
optimal production plan for the whole country. 

There is nothing fantastic about this picture. There can 
be no doubt about the practical feasibility in our time of a 
system of electronic computers for purposes of planning 
and guiding the national economy. In the not too distant 
future, society will make a complete transition to an auto- 
matic system of optimal management and regulation of pro- 
duction. 

In order to bring this day closer a great deal of difficult 
work must begin immediately. 

The use of mathematical methods of economics does not 
by any means signify the mechanical application of classi- 
cal mathematical methods in this area. If this were the 
case, the science of the quantitative study of the economy 
would become one of the branches of applied mathematics 
and no more than this. However, the very nature of eco- 
nomic problems and the specific nature of the economy as 
a social category create, first, the need to work out spe- 
cial mathematical methods, and second, the dependence of 
“measurement” in economics on a qualitative, social-eco- 
nomic analysis. From this stems the need for an organic 
connection between the new science and Marxist political 
economy. Thus, the next problem is that of creating a 
serious scientific base for elaborating mathematical meth- 
ods in economics. Without such a base, without extensive 
scientific studies, without the most thorough and compre- 
hensive theoretical elaboration of economic-mathematical 
problems, we cannot expect any significant useful effect to 
be derived from the practical application of the new meth- 
ods in national economic planning. 

A young science is taking its first steps. We must al- 
ready take all necessary measures to open up “green 
fields” for it, to eliminate all obstacles and difficulties 
that stand in its way. And there are such difficulties. 

First of all, there is no single scientific center which, © 
together with its research activities, guides in a planned 
manner all the organizations working in this field. The 
number. of such organizations is growing every day. Here 
we may: cite the laboratory working on the application of 
mathematics to economics of the Siberian Branch of the 
Academy of Sciences of the USSR. Its plan provides for 
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working out a method of using inter-industry balance sheets 
for economic planning in regions, studying problems of 
capital investment effectiveness, constructing models of in- 
ter-regional balances of the social product, etc. The Insti- 
tute of Electronic Control Machines of the Academy of Sci- 
ences of the USSR, besides studying methods of utilizing 
mathematical methodology for working out various balance 
sheet accounts, is examining certain aspects of an optimal 
fuel balance sheet. In the Gorky Institute of Water Trans- 
portation, engineers and economists, in close collaboration 
with mathematicians, are conducting research on the most 
rational methods of scheduling shipping operations and of 
loading and unloading ships in the Volga Basin. Various 
aspects of mathematical methodology in economics are be- 
ing studied by the Economic Research Institute of the State 
Planning Committee of the USSR, the Institute of Integrated 
Transportation Problems, the Economics Section of the 
Council on Cybernetics of the Academy of Sciences of the 
USSR, Moscow and Leningrad Universities, the Moscow 
State Economic Institute, etc. 

It is understandable that without a single leadership and 
a unified plan, both the research studies and the practical 
application of the new methods will become diffused into 
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narrow channels and great efforts will later be required to 
transform the activity of each organization into a compo- 
nent part ofan all-inclusive network of activities. 

The introduction of mathematical economics into produc- 
tion management will be impossible without the training of 
corresponding personnel. The most realistic and efficient 
method of solving this problem, in our view, is to create a 
network of courses for raising the skills of economists 
and managerial personnel. It is also advisable to change 
the curricula of economics programs in universities, to 
expand mathematics courses and introduce additional 
courses on methods of optimal planning, dynamic program- 
ming, etc. 

As a whole, the problem of utilizing mathematical meth- 
ods in economic studies and in planning practice must be 
solved in an integrated manner. Who will take on the or- 
ganizing mission? Could it be that the time has come for 
the State Planning Committee of the USSR to combine its 
forces with the Academy of Sciences? The need for their 
closest and most direct collaboration has long been urgent, 
and the area of economic-mathematical calculations is 
precisely the link which unites a high level of science with 
every-day economic practice. 
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Vestnik Leningradskogo Universiteta, Seriia EFkonomiki, 
Filosofii i Prava - Journal of Leningrad University, Econom- 
ics, Philosophy and Law Series - Issue 3, No. 17, 1959 


Costs of Production in Local Industry and 


Problems of Pricing 


The 21st Congress of the Communist Party of the Soviet 
Union, which approved the target figures for the develop- 
ment of the national economy of the USSR in 1959-1965, will 
go down in history as the congress of the builders of com- 
munism. 

The program of all-out building of a communist society, 
set forth in the report by N. S. Khrushchev and in the reso- 
lutions of the congress, is reflected in the major targets of 
the Seven-Year Plan. One of these is the development, on 
the basis of the growth of the country’s productive forces, 
of the material-technical foundation for communism and the 
triumph of the USSR in the peaceful economic competition 
with the capitalist countries. 

High rates of expansion of socialist reproduction are im- 
possible without considerable capital expenditures. In this 
connection, the state’s capital investments in the national 
economy will come to about two trillion rubles during the 
seven-year period. 

Realization of the objectives of the Seven-Year Plan will 
be met in full out of the internal resources of our country, 
out of the accumulations of the socialist economy. The ma- 
jor portion of these accumulations will come from social- 
ist enterprises. 

Therefore, the introduction of the strictest economies, 
the struggle for increasing labor productivity and reducing 
production costs constitute a most important condition for 
carrying out the grandiose tasks confronting the Soviet 
people. 

That portion of industry which is under the jurisdiction of 
the local Soviets is an inseparable component of the unified 
socialist national economy and has the function of partici- 
pating in the production of consumer goods. 

In 1965 the gross production of industry under the Chief 
Administration of Local Industry of the Leningrad City 
Executive Committee will come to 2600 million rubles 
which will be a 60.5% rise over 1958. The volume of capital 
‘investments during the Seven-Year Plan will be 196 million 
rubles, chiefly out of this sector’s own profits. (1) 

This means that the struggle for economizing the labor of 
society and for increasing accumulations in local industry 
is of the same Significance as in industry as a whole. 

Fulfillment of the objectives of the Seven-Year Plan will 
require a constant reduction in the expenditures of materi- 
als and labor by means of the strictest economies in all the 
branches of the national economy. This means that every 
enterprise must conduct a struggle for achieving the best 
possible results in plan fulfillment with the least expendi- 
tures of resources. 

The calculation of expenditures in production, the sale of 
‘products, and the results of economic operations of enter- 
prises and organizations is performed in value (money) 
form by means of cost calculations. The cost of production 
reflects the successes of enterprises in increasing the pro- 
ductivity of labor and in organization of production, etc. 

The cost of production is intimately related to cost 
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accounting. The need for these two categories is condi- 
tioned by the existence of commodity production and the 
operation of the law of value under socialism. 

The law of value requires that the exchange of commodi- 
ties take place in accordance with the amount of socially 
necessary labor expended upon their production. The so- 
cial outlays of labor can be expressed only through the 
price of the commodity. Price is one of the most impor- 
tant categories of commodity production employed by the 
socialist state. The planning of prices is employed by the 
socialist state to stimulate the development of the forces 
of production, to promote the increase in socialist accumu- 
lation, and to improve the material well-being of the work- 
ing people, etc. 

These conditions can be met only if the price structure 
of an industrial product corresponds to the requirements of 
cost accounting. The price must compensate the cost ac- 
counting enterprise for all the expenditures involved in the 
production and sale of the product, and provide for the ac- 
cumulations obtained. Moreover, price must not only en- 
sure cost accounting, but the mobilization of accumulations 
by the state. These requirements are realized in the 
pricing of the industrial product. 

In terms of their economic content, a distinction is made 
between the wholesale prices of the enterprise, wholesale 
prices of industry, and retail prices. The wholesale price 
of the enterprise is determined by adding from 3 to 5% in 
the form of profits to the average branch planned cost. The 
wholesale price of the industry for consumer goods also in- 
cludes the turnover tax and the costs of marketing. The re- 
tail price differs from the wholesale price of the industry 
by the commercial markup. 

The'wholesale price of the enterprise is used in the sale 
of a product to the marketing agency for its own branch of 
industry. The wholesale price of the industry is applied in 
marketing the product outside that branch of industry. The 
retail prices are those at which consumer goods, primarily, 
are sold through the retail stores and public eating places. 

In the price structure, profit and turnover tax represent 
two specific forms of net income and are identical in their 
economic nature. The presence of two types of wholesale 
prices, with differentiated rates of turnover taxes, makes 
it possible for the socialist state to employ price as one of 
the most important tools in its economic policy. 

The markup is the difference between the retail price 
and the wholesale price, which already includes the turnover. 

The system of commercial markups or markdowns em- 
ployed by marketing organizations is designed to strengthen 
cost accounting in trade. 

It should be noted that the price structure of any given 
commodity will vary in accordance with circumstances; 
the site of production and sale of the product, its signifi- 
cance to the economy, and the specific economic and politi- 
cal problems being resolved by society at the various 
stages in the building of socialism. 
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The basic price-forming factor, both in terms of its sig- 
nificance and in terms of its relative share is cost be- 
cause the basis of price — value — may be determined only 
through a proper calculation of cost. 

Cost represents 50 to 60% of the price of goods produced 
by local industry in Leningrad. 

As a monetary expression of a portion of the value of the 
social product, cost is a generalized indicator of the func- 
tioning of the entire national economy, as well as of its in- 
dividual enterprises and organizations. Costs reflect, as 
in a focusing lens, the results of the economic activities of 
an enterprise, and the planning of costs is intimately re- 
lated to all the other components and indicators of the plan 
of an enterprise. 

The costs of production are broken down into two types: 
social (branch) and individual. 

Social costs are the average costs inthe branchas a whole, 
the totality of the expenditures of each individual enterprise. 
The average branch cost of production represents the ex- 
penditures on the manufacturing and marketing of the prod- 
uct. It is uniform for the country as a whole, evens out the 
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special features of the individual enterprises, and at the 
planning stage is determined by the maximum expenditures 
permissible in the production of the given product. 

Individual costs take into consideration the special fea- 
tures of the individual enterprises: the level of technical 
equipment, the size and location of the enterprises, their 
type, the organization of production, etc. 

Therefore, a comparison of the costs of production for 
various products at various enterprises within a given 
pranch of industry (within combinations of enterprises) will 
show differences. Moreover, there will also be differences 
in the expenditures upon production from one branch of in- 
dustry to the next. This is apparent from an analysis of 
cost structure in terms of the components of expenditure. 
Differences in the structure of production costs in various 
branches determine the different paths to be followed in re- 
ducing expenditures on production. These differences may 
be traced in local industry by examining the cost structure 
of commodity production for the Chief Administration as a 


whole, and for its individual branches. 
aK 


Table 1 


Cost Structure of Commodity Output (in %) 


All branches, by years |Individual branches of local industry (1958) 


Expenditures 1956 1957 


Material costs 
Basic wages and supplements 


Shop costs 

Factory costs 

Other costs 

Total production costs of en- 
terprise 

Non-production costs (market- 
ing expenses) 

Total costs 


Material elements constitute the bulk of costs, as we See. 
For industry as a whole they constituted 70.3% in 1956, 
66.7% in 1957, and 67.3% in 1958. Analysis of these expen- 
ditures by branch of industry shows the way in which they 
differ in the cost structure. The reason for these differ- 
ences is to be found in the nature of the branch of industry 
and in the organization of production. 

Whereas they represented 67.3% for local Leningrad in- 
dustry as a whole in 1958, the figure was 57.1% for the 
metals industry, 88.75% for the chemical industry, 73.5% 
for light industry. 

Therefore, the struggle to reduce costs of materials is of 
the greatest importance. 

In terms of material elements (raw materials, other ma- 
terials, fuel) a saving of 1.28% compared to the plan was 
achieved in 1958, and this came to 14.4 million rubles. 

As in 1957, more than half of this sum was derived from 
the use of industrial wastes to a greater degree than the 
plan had provided, the use of lower cost materials, as well 
as by the purchase of materials at a lower price than the 
plan had envisaged, etc. We find that half of the saving was 
not the result of the efforts of the enterprises themselves. 

The best results in reducing material expenditures were 


Chemical 
industry 


Metal 
manufacturing 


Light 


1958 industry 


achieved by enterprises of the chemical men’s wear and the: 
textiles and knit goods trusts where a Savings of 2.5 mil- 
lion rubles more than the planned amount was derived. In 
1958, 19.2 tons of cotton textile, woolen and semi-woolen 
yarns, 16.4 tons of knitted fabrics, and 6840 meters of 
miscellaneous fabrics were saved, totalling 1,121,000 ru- 
bles. This entire economy was achieved by cutting down 
the norms of material expenditures. 

The reduction of production expenditures at the majority 
of enterprises, with occasional exceptions, was secured by . 
factors under the control of the enterprises themselves: ; . 
organization of production, mechanization and automation, _ 
changes in technology, etc. » 

Thus, a mirror factory saved 384,000 rubles by cutting — 
down the amount of plywood, silver nitrate and other mate- 
rials used. A button factory saved 465,000 rubles by usir ; 
resin of its own manufacture in the polishing and grinding — 
of buttons instead of purchased resin, by rational cutting . 
the organic glass, by sale of scrap, etc. To this day, loc 
industry has not overcome abnormalities in supply and la 
of coordination between the plans of production and supply. 
AS a resuit, there have been instances of cost increases f 
reasons independent of the enterprises. In 1958, a factory 
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making men’s leather accessories received raw materials 
at prices costing a total of 144,000 rubles more than ex- 
pected, the Drevtekhdetal Factory paid 320,000 rubles more 
than expected, and chemical plant No. 5 — 140,000 rubles 
more. 

Frequently, enterprises also find it necessary to employ 
various substitute materials that make production more ex- 
pensive. As an example, we may cite the increase in the 
cost of plastics for phonograph records by 158,000 rubles 
due to the use of photo-offset rather than lithographed la- 
bels because of lack of funds for paper. Elimination of 
these and other apparently insignificant shortcomings in 
supply would make for a greater economy in social labor 
than is now the case. 

The most important and decisive element in production is 
labor itself, i.e., the labor employed in processing the ob- 
ject of labor and converting it into the finished product. 

In the cost of production, expenditures of living labor are 
reflected in the form of wages and supplements in that cate- 
gory. 

This cost element is completely dependent upon the pro- 
ductivity of labor. 

To increase labor productivity means to increase the out- 
put of goods per worker, and it means reduced expenditures 
of living labor per unit of output. 

The growth of labor productivity is a decisive factor in 
cost reduction in socialist industry, just as savings of raw 
materials, other materials, fuel, reductions in unproductive 
expenditures, etc. 

For purposes of planning the cost of production, an in- 
crease in labor productivity is regarded primarily as a fac- 
tor in reducing the share of wages per unit of product, with 
a Simultaneous increase in the average wage of the worker 
per unit of time. This is obtainable by raising the rate of 


increase in labor productivity above the rate of increase in 
wages. 

In the network of local industries under the agency we 
are concerned with, wage expenditures in 1958 were 6 mil- 
lion rubles, or 4%, less than planned. This Saving was 
achieved primarily by means of technological and organiza- 
tional measures to mechanize heavy labor processes, im- 
provement and simplification of the production processes, 
revision of temporary and outdated work quotas, superior 
organization of production, etc. 

A number of enterprises have achieved particularly good 
results. The Lenemalyer Plant, for example, saved about 
45,000 rubles in this sphere chiefly as the result of changes 
and improvements in the technological processes of produc - 
tion alone. Other good examples are the Elektroarmatura 
and porcelain plants where a-revision of low quotas and 
mechanization of production made it possible to save 
374,000 rubles per year. 

Although good results were obtained for local industry 
as a whole, there were individual instances of unproductive 
losses due to supplementary wage payments, up to the level 
of average earnings, because of deviations from the normal 
conditions ot work, etc. 

A single sheet rolling mill alone had over-expenditures 
of 133,000 rubles in wages because of the use of higher 
piece rates for the rolling of double Alapaev billets and 
other kinds of billets. 

The plan for increasing labor productivity in industry 
was fulfilled by 104.2%, and labor productivity was 110.2% 
of the 1957 level. The labor plan was not fulfilled at only 
one enterprise — the paint factory. To make this situation 
clearer, let us examine the relationship between labor pro- 
ductivity and wages at enterprises in local industry (Table 
2). 


Table 2 


Average Wages and Average Output (in rubles) 


1957 
(Results) 


Labor productivity 
and average wage 


Average output per worker 
Average wages per worker 


For the administration as a whole, the increase in labor 
productivity was greater than the increase in wages. In 1958, 
it was 2.3% higher relative to the plan, and 7% higher than 
in 1957. All enterprises assured a more rapid increase in 
labor productivity than the increase in wages, except for the 
rayon industrial combine of Vasilevsky Island where 59,800 
rubles more were spent on wages than had been planned. 

At first glance it would seem that the results were good. 
However, the potential for further increase in labor produc- 
tivity is great. Such increases have to be sought along the 
line of introducing technologically justified quotas, better 
utilization of working time, equipment, etc. 

_ The data on the fulfillment of the output quotas by piece 
workers in 1958 clearly characterizes the situation with 
respect to quota setting (see Table 3 on the following page). 
_ The job before us is that of sharply reorganizing and 
ringing order into the organization of wages of workers 

and other categories of personnel. However, this work is 
ill being performed poorly, as is indicated by a 


a 


“an 


1958 in % 
of 1957 


Plan fulfill- 


Results ment in % 


comparison of the data on the distribution of piece workers 
with respect to quota fulfillment during the past two years. 

Table 3 shows that 80.8% of the piece workers fulfilled 
their quotas in 1957 by 150% and more, whereas in 1958 the 
figure was 80.3% of the total. Thus, there is a tendency for 
this category of workers to increase, whereas for the 
country as a whole a major job is under way in terms of ad- 
justing quota setting and payments to labor. This means 
that in local industry work quotas are being consciously 
set too low so as to guarantee to the worker a wage that 
will meet the planned average wage. True, some work is 
being done to straighten this out, but it is being hindered 
by the lack of uniform job classification handbooks. 

The manner in which production is distributed over a 
given period isa clear index of the available reserves for 
increases in labor productivity and cost reductions. 

For the administration as a whole, in 1958 25 to 27% of 
each month’s plan was carried out during the first ten days 
of that month, 31-34% during the second ten days of each 
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maples 


Piece Workers Distributed According to Quota Fulfillment 


Piece workers who 


fulfilled their production quotas: 


Total 
number of 


Average 


From 100 
to 120% 


Periods 
Compared 


December, 1957 
Regional industry 
City industry 
Total 
Percentage in 
this category 


December, 1958 
Regional industry 
City industry 
Total 
Percentage in 
this category 


month and 40-42% during the third ten day period. In the 
case of 14 plants this spread was even wider. More than 
one-half of the month’s plan was carried out during the 
third ten days of the month at stamping plant No. 2, the 
metal bed plant No. 1, the trimming plant, etc., whereas lit- 
tle more than 15% of the month’s plan was carried out dur- 
ing the first ten days. The causes lay not only in poor or- 
ganization of production but in supply difficulties. 

A major hidden reserve for reducing costs of production, 
particularly in local industry, is a reduction in shop and 
plant expenditures. The share of the latter in the cost of 
commodity production as a whole is 3%, whereas that of 
shop expenditures is 12.8%. 

In the system of enterprises we are discussing as a 
whole; a relative economy in the categories just cited of 
2.2 million rubles was achieved if the overfulfillment of 
the plan is considered in the reckoning, but in actuality 
there was an over-expenditure of 2.9 million rubles. The 
reason for the over-expenditure is given, in an explanatory 
memorandum, as being due to the overfulfillment of the 
gross production plan, the payment of bonuses for overful- 
fillment of the plan, unplanned expenditures for current 
maintenance due to greater wear, etc. The main reason 
for the high share, particularly of shop-wide expenditures, 
is due to the scattered nature of the production units. 

Even the plan for 1958 envisaged expenditures in this 
field of 133.4 million rubles. 

In struggling for a reduction of shop and plant expendi- 
tures, for increased labor productivity, etc., the Chief Ad- 
ministration was correct in making its decision to provide 
for the specialization of the various regional industrial 
combines and to build, in 1959-1965, new structures to 
house 6 regional industrial combines. Two of these will be 
available for use in 1959, and one in 1960. 

Of the total over-expenditures under the categories of 
shop and general plant outlays, about half is represented 
by the latter. 

Whereas the shop over-expenditures were explained by 
causes that apparently did not depend upon the work of the 
enterprise, in the latter case there is no valid justification. 

We may cite, as examples, an increase of 175,000 rubles 


From 120 
to 150% 


fulfillment 


(in %) 


150% 


and more 


piece 
workers 


in postal, telegraph and office expenditures; the payment of 
2,035,000 rubles in fines, forfeits, and the like; the failure 
to deliver a total of 390,000 rubles worth of commodities 
and other tangibles. Losses due to rejects were great, 
constituting a total 1,507,000 rubles in 1958. Nor has it 
been possible as yet to eliminate the fact that a number of 
products are manufactured at a loss. Thus far, the L-1 re-. 
frigerator is produced at a loss (the cost is 90 rubles and 
10 kopecks higher than the selling price per unit), as well 
as the Vikhr vacuum cleaner, the water heater, and elec- 
tric brush plus vacuum-cleaner combination, etc. Losses 
in the production of enameled kitchen sinks alone came to 
720,800 rubles during the year. 

The purpose of socialist production consists not only of 
manufacturing a given quantity of products in the necessary | 
variety, but of doing so with minimum labor costs. There- 
fore, a reduction in costs of production is a most impor- 
tant source of socialist accumulation and a means of im- 
proving the quality of the work of an enterprise. 

By putting a rigorous regime of economy into effect, the 
industry of the USSR has achieved important successes in 
cutting costs. Notable achievements have also been re- 
corded in the local industry of Leningrad when measured 
both in absolute and relative terms. 

In 1957, the plan for accumulation was carried out by 
106.3%, and in 1958 by 105.6%, with total economies of 
17,180,000 and 52,984,000 rubles, respectively. Of all the — 
enterprises involved, the only ones that did not fulfill the 
planned reductions in costs of production were the regional | 
industrial combine on Vasilevsky Island, the button a | 
and the purchase and sales office. 

However, with all these achievements, considerable furel| 
ther possibilities for cost reduction remain. The mobiliza- 
tion of these possibilities must be in thedirection of elimi-| 
nating losses due to unproductive expenditures and poor — i 
management. The management of local industry must seek} 
more careful coordination between production and supply | 
plans because failure to fultill plans for material-techni- 
cal supply results in inflated profits due to the use of raw 
materials of inferior quality, but this in turn impairs the — 
quality of the product. % 
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An important further area for reduction of costs is the 
introduction of new equipment, modernization of equipment, 
and improvement of the technology of production. 

Costs are the major qualitative index of the functioning 
of an enterprise, and a cost plan is a generalized index of 
the entire technical-industrial financial plan of the enter- 
prise. Therefore, assignments for a reduction in costs 
must be developed carefully and related to other branches 
of the economic plan. 

Correct planning of costs is also of significance in con- 
nection with the fact that this is required by the law of val- 
ue which is operative in socialist production. 

Costs determine the level of profitability (yield) of pro- 
duction. The profitability of production means that the 
funds derived from the sale of products not only cover costs 
but also provide for a net income in addition. 

Net income assumes two primary forms in the state sec- 
tor of the economy: the net income of state enterprises and 
the centralized net income going to the state as such. 

The net income of state enterprises represents the dif- 
ference between the wholesale price charged by the enter- 
prise and the cost. This portion of net income is accumu- 
lated at the enterprise and is utilized in accordance with 
the technical-industrial-financial plan. The magnitude of 
this portion of the net income will be completely dependent 
upon the level of costs under the circumstances of cen- 
tralized setting of wholesale prices for the products of so- 
cialist industry. 

In planning the magnitude of the net income of an enter- 
prise, the state sets a rate of profit. In establishing the 
rate of profit, the state proceeds from the need to prevent 
excessive accumulation of monetary funds in the hands of 
the enterprise on the one hand, and on the other, the need 
to promote a strengthening of the principles of cost account- 
ing and material incentives to the enterprise. The rate 
of profit is higher, the lower the cost, and vice versa. 


In setting wholesale prices for products, the state pro- 
vides for reimbursement of all expenditures in production 
and for a portion of the accumulation to go to expanded re- 
production. 

Thus, we have examined the interrelationship between 
cost and profit, and determined that the magnitude of prof- 
it is wholly dependent upon the cost of production. Cost of 
production and profit are two elements of price. 

The second form ot net income of socialist society, and 
the third element of price is the turnover tax. 

True, Some economists do not consider turnover tax to 
be a factor in price formation. This is, for example, the 
viewpoint of S. Ia. Kolosovskii and Ju. A. Rosenblium. (2) 
These authors believe that “its magnitude is determined by 
the planned price of the commodity minus the entire plan- 
ned cost and the planned profit.” (3) 

It would follow, according to them, that the price of a 
commodity is established arbitrarily and that the turnover 
tax is determined merely as the difference between the 
price and the planned cost and the planned profit. 

The authors do not negate the need for the turnover tax 
aS a means of realizing a portion of the net income created 
in the branches producing means of production, but realized 
in prices of consumer goods. Consequently, the turnover 
tax is a part of the value of the commodity. It is employed 
by the socialist state in accordance with the requirements 
of the economic laws of socialism. 

The turnover tax is a firmly fixed portion of the price of 
a commodity and is established either by a percentage 
mark-up over the price, or by the method of differences, 
or by adding a flat sum per unit of the commodity. By its 
nature it is a part of the net income of society. As a firm- 
ly fixed portion of the price of a commodity, the turnover 
tax is not, however, the major (fundamental) price-for ming 
factor. The relationship between the turnover tax and 
profits over a term of years may serve as proof of this. 


Table 4 


Profits and Turnover Tax in Enterprises of Local Industry (as % of sales price) 


Profits and 
turnover tax 


Turnover tax 
Profits 


Analysis of the data in this table shows that in the period 
from 1954 to 1957 profits of the enterprises under this ad- 
ministration increased by 17.3%, whereas there was virtu- 
ally no increase in the share of the turnover tax. (4) 

The level of commercial mark-ups or discounts is es- 
tablished in a manner similar to that by which the turnover 

tax is set. Commercial discounts are established by the 
State Planning Committee of the USSR as a definite per- 
centage of the retail price, with due consideration for the 
average level of marketing costs for individual groups of 
commodities. However, the size of commercial discounts 
for products not having retail prices and mark-ups for the 
products of public eating places must have the approval of 
the Council of Ministers of the constituent republics. 
The characteristics of the elements constituting price 
‘show that costs play the major role in the planning of 
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1954 1955 1956 


prices. The price of goods can be determined only by a 
correct calculation of costs, and on this basis — of value. 
In turn, the presence of firmly fixed uniform prices for 
the means of production and for finished products makes it 
possible to describe the quality of the work of the given en- 
terprise, and of its individual expenditures. 

This is why the question of reducing costs is of major 
significance at enterprises of local industry, as in the na- 
tional economy as a whole. 

The reduction of costs in local industry may be followed 
in terms of its dynamics for a number of products (see 
Table 5 on the following page). 

These data show that a steady drop in costs of produc- 
tion is occurring in local industry. It would follow that 
there is reason for posing the question of reducing the re- 
tail prices of certain products, i.e., that the reduction in 
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Table 5 


Changes in the Costs of Various Products (in % of 1955) 


250 mm. Slide rule (units) 

Lined rubber winter boots (pairs) 
Number 5 meat grinder (units) 

Polished hockey skates for adults (pairs) 
Knitting yarn (hanks) 

“Airplane” toy (units) 

Safety blades (thousands): 

“Neva” 
“Baltika” 


costs should be reason for a reduction in prices. However, 
despite the substantial reduction in the cost of these prod- 
ucts, there has been no drop in their retail prices. This is 
because changes in prices are not up to the local authori- 
ties. 

The problem of changing wholesale prices for industrial 
and agricultural products, and retail prices for food and in- 
dustrial commodities, is decided by the USSR Council of 
Ministers both in toto and for individual groups of products. 
It is therefore wholly understandable that not every in- 
stance of cost reduction will result in a corresponding re- 
duction in prices. 

The profits gained as a result of cost reduction are ac- | 
cumulated and are currently employed by the socialist 
state for the needs of expanded reproduction and for satis- 
fying the growing material and cultural requirements of 


1955 1956 


1957 1958 


the working people in accordance with the objectives of 


building communism. 
OR 
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V. Lazarev and N. Merkulov: 


Vestnik Statistiki - Journal of Statistics - No. 11, 1959 


Reserves Available for Development 


of the Fuel Industry 


The fuel industry is one of the leading branches of heavy 
industry. A rapid increase in fuel output is a necessary 
condition for high rates of development of the national econ- 
omy asa whole. The major trends in technological prog- 
ress — electrification, mechanization and the extension of 
chemical processes — are inextricably involved with the 
increase in fuel consumption. 

The target figures for the development of the USSR econ- 
omy from 1959 to 1965 envisage an increase in the extrac- 
tion and production of the major forms of fuel as follows: 
petroleum — to 230-240 million tons, or an increase of 
more than 100% over 1958; gas — to 150 billion cu. m. or five- 
fold; coal — to 600-612 milliontons, or toalevelfrom 21% 
to 23% higher than in 1958. The structure of the country’s 
fuel supply will undergo fundamental changes during the 
Seven-Year Plan. In 1965, the share of the types of fuel of 
higher heat capacity and cheaper cost — petroleum and gas 
— will be more than 51% ot the total output of fuel, as 
against 31% at the present time. 

The rapid rates of development of the production of all 
types of fuel, and, simultaneously, the significant change in 
the structure of the fuel supply are of major significance 
for successful fulfillment of the grandiose objectives of the 


Seven-Year Plan. When compared to coal, gas and 
petroleum have a higher heat capacity, and their cost is 
substantially lower when converted to conventional fuel 
units; petroleum is less than a quarter as expensive, and 
natural gas only one-seventeenth as expensive as coal. An 
increase in the share of petroleum and gas, the most eco- 
nomical fuels, in the fuel supply of the country, will repre- 
sent a significant increase in the productivity of the labor 
of society. : 

In 1958, the production of all types of fuel attained (when 
recalculated in conventional units) 630 million tons. This 
is almost fourteen times as much as was produced in 1913. 
The mining of coal rose seventeen-fold during this period, 
petroleum recovery more than twelve-fold and peat ex- 
traction by thirty-one times. The gas industry, which was 
almost non-existent before the revolution, has been grow- 
ing at extraordinary rates in the last few years. The re- 
covery of natural gas (including by-product gas obtained at 
oil fields) rose 50% in the single year from 1956 to 1957, 
and in 1958 another 50%. 

Let us compare the structure of the fuel supply in the 
pre-war year of 1940 with that in a number of post-war 
years. 


Fuel Production by Type 
As percentage of total (recalculated in conventional fuel units of 7000 calories) 


As may be seen from the data presented in the table, the 
share of coal in the fuel supply is still very large, com- 
prising about 60% of total fuel production. However, the 
last few years have witnessed a distinct tendency to reduce 

the share of coal in the fuel supply. Whereas it comprised 
66.1% in 1950, in 1955 the share of coal was 64.8%, and in 
(1958 59.6% of the total. Moreover, the share of petroleum, 
and particularly of gas, in fuel production grew considera- 
bly in 1958. The share of natural gas (including petroleum 
by-product gas) and of petroleum in the total fuel output of 
the USSR was 19.7% in 1950, 23.5% in 1955, and 31.1% in 
1958. The rapid reduction in utilization of firewood was al- 
a positive factor. In 1913, firewood comprised more 
‘than 19% of all sources of fuel (recalculated in conventional 
units), whereas in 1940 it was 14.3%, and in 1958 the shar 
of firewood was only 5.2%. 
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Natural gas (includ- 
ing by-product) 


Shale Firewood 


Fundamental changes occurred during the years of So- 
viet rule in the geography of the country’s fuel industries. 
As the result of large-scale efforts to study natural re- 
sources, new coal and petroleum-bearing regions were 
found, along with new deposits of natural gas formations. 
The irrational concentration of the fuel-extracting industry 


- in the south, which we inherited from Tsarist Russia, has 


been changed. Strip mining has been the technique em- 
ployed to establish new major centers: of coal — at Kuz- 
bass, Karaganda, and Pechora, plus some others; of 
petroleum — a number of formations in the Bashkir ASSR, 
in Kuibyshev oblast, in the Tatar ASSR, and other regions; 
of gas — Saratov, Stavropol and other natural gas forma- 
tions. Whereas the Donbass produced 87% of the coal in 
1913, today its share has dropped to 37%. Likewise, the 
share of the Transcaucasian districts in petroleum 
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production has dropped from 75% to 15%. Thus, the center 
of gravity of the fuel industry has shifted from the south 
of the country to its eastern districts. 

The change in the structure of the fuel supply is intimate- 
ly related to the general technological progress of the econ- 
omy. Thus, the reduction in the share of coal reflects, in 
part, major changes occurring in the fuel consumption of 
railway transportation, which continues to be the largest 
coal consumer. In 1957 the manufacture of steam locomo- 
tives was ended, and diesel and electric traction is being 
introduced on the railways. 

In order to attain the level of coal output set in the Seven- 
Year Plan it will be necessary to carry out a major pro- 
gram of construction of coal-industry enterprises at the 
newly-discovered coal deposits, and to increase the produc- 
tion capacities in districts in which coal mining is already 
developed. However, growth in coal production is possible 
not only as a result of the construction of new mines and 
cuts, but also as a result of the available internal produc- 
tion possibilities. Today, existing coal industry enterprises 
possess possibilities for increasing output that are quite 
significant. Let us examine some of these possibilities, 
the utilization of which will make it possible to substantially 
increase the output of coal and to improve the quality in- 
dices for the functioning of enterprises in the coal industry. 

In 1957 the target for coal production was exceeded by 
2%, and the country gained about 8 million tons of fuel in 
excess of the plan. The 1958 coal target was also exceeded 
by 2%. The plan for the current year of 1959 is being suc- 
cessfully carried out. However, along with mines that suc- 
cessfully meet their targets, there are those that do not 
fulfill their plans. Calculations show that if all the mines 
had carried out their plans in 1958, the country would have 
obtained no less than 15 million tons of additional coal. 

The fundamental causes for the failure to fulfill target ob- 
jectives are failure to prepare the working face, inadequate 


PROBLEMS OF ECONOMICS 


labor supply for coal cutting, mechanical breakdowns, geo- 
logical interruptions in veins, and the absence of reserve 
veins readied for exploitation. All this naturally influences 
labor productivity. Despite the fact that the average month- 
ly production of coal per worker in the coal industry has 
risen in recent years from 30.6 tons (1940) to 40 tons 
(1958), the level obtained could be considerably higher if 
not for the shortcomings in the organization of production 
and of labor that exist at many mines. 

One of the specific features of the production process in 
the coal mining industry is the constant shifting of the work 
station as the mine field is worked out. Therefore, a cor- 
rect organization of production and of labor is of excep- 
tional importance here. At the present time, and at the 
existing level of coal mining and the levels of mechaniza- 
tion obtained for various types of operations, the most pro- 
gressive type of work is the cyclic form of organization — 
the working of long walls by cycle schedules. A cycle is 
the totality of operations and processes required to ex- 
tract the coal, each of these operations being performed in 
a specific sequence from one cut taken into the vein to the 
next. The organization of work in accordance with a cyclic 
schedule results in increasing the production of coal and 
the productivity of the miner’s labor. Asa result of in- 
troduction of cyclic organization of production, a given 
rhythm is achieved in coal production, losses of working 
time are substantially diminished, machines and mecha- 
nisms are better utilized, there is an increase in the inten- 
sity of coal production, and a reduction in the possibility 
of breakdowns. 

The grouping below testifies to the fact that the produc- 
tivity of labor per shift of workers engaged in removing 
the coal from stopes converted to cyclic schedules is con- 
siderably higher than the average for all stopes currently 
in operation. Labor productivity is higher yet at stopes 
where the established standards for cycles arecarried out. , 


Labor Productivity Per Shift in Coal Removal During the First Quarter 
of 1959, in kg. 


All stopes in 
operation 


Donbass 

Kuzbass 

Pechora fields 

East Siberian fields 


Labor productivity is above the general level at all 
stopes converted to cyclic schedules. It is particularly 
high in stopes where the cycle standards are maintained. 
In the Donbass, labor productivity in coal removal in 
stopes that adhere to the cycle schedules is 26% higher than 
for all stopes in operation, whereas at Kuzbass it is 42% 
higher and at Pechora it is.27% higher. 

The coal industry, which prior to the revolution was one 
of the most backward in its technical aspects, has become 
an advanced, highly-mechanized branch of industry, equipped 
with modern machines during the years of Soviet rule. 
The extensive and ever-increasing introduction of ma- 
chines and mechanisms has considerably lightened the la- 
bor of the miners and rendered it more productive, 

The table presented at the top of the following page pre- 
sents the increase in the number of machines in the coal 
industry of the USSR. 


Stopes on cycle 
schedules 


Stopes where cycle 
schedules are fulfilled 


The number of coal mining combines in the mines in 1958 
was nearly 155 times as high as in 1913, (1) the number of 
belt conveyors 4 times as high, the number of electric 
locomotives more than 8 times as high. The equipment of 
mines with leading combines, drilling and breaking ma- 
chines and scraper conveyors only began in the post-war 
years. 

At the present time, the cutting, breaking, and delivery 
of coal at the face, the loading of coal and rock, and the 
loading of coal into railway freight cars, are completely 
mechanized. In the scale of employment of coal-mining 
machines, the USSR has advanced far beyond any other 
country. However, the situation is quite different in terms 
of the picking and loading of coal at the mines. The June 
Plenum of the CC CPSU (1959) noted that the level of 
mechanization in this field is still low. The level of mech-: 
anization in the loading of coal at the face in flat and j 
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Machinery in the Coal Industry 
at end of year; units 


Coal-mining combines 

Digging combines 

Heavy drills 

Drilling and breaking 
machines 

Rock loading machines 

Scraper conveyors 

Belt conveyors 

Electric locomotives 


sloping veins was only 40.1% of the total of this kind of 
work in 1958, and mechanized loading of coal and rock dur- 
ing the major horizontal operations in preparing a vein for 
exploitation was only 54.5% of the total volume ofthis work. 
The resolution of the June Plenum of the CC CPSU 
pointed to the need for particularly extensive employment 
of such progressive technological processes and improve- 
ments as underground mining of veins by means of coal- 
recovering complexes, combines, and other equipment at 


1940 1950 
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the coal base, the strip method of coal recovery, chiefly by 
systems not requiring special transportation, the hydraulic 
method of recovering and transporting coal, and the most 
efficient methods of dressing and briquetting the coal. 

The successes of the coal industry would have been even 
greater if the available machinery and mechanisms were 
utilized more fully than was actually the case. 

The utilization of machines and mechanisms in the peri- 
od from 1955 to 1957 is described by the following table. 


Number of Machines in Operation as Percent of Total Number 
of Machines at End of Year 


Coal combines 
Heavy drilling machines 
Drift-advancing machines 


Drilling and breaking ma- 
chines 

Rock loaders 

Scraping conveyors 

Belt conveyors 

Electric locomotives 


As these figures indicate, the machines and mechanisms 
available in coal mines are not completely utilized. Some- 
times, the number of machines standing idle exceeded the 
number manufactured in a given year. Thus, in 1956, 793 
coal combines were manufactured, whereas at the end of 
that year 1099 of these machines were standing idle at the 
mines. In 1957 909 coal combines were produced and there 
were 1286 not operating at the end of the year. 2147 mine 


Strip mining output 
of coal, millions 
of tons 

Share of same in 
total coal output, 


in % 


The labor required for the strip mining of coal and the 
‘cost of coal produced in this way is only a fraction of that 


= 


1913 1940 1950 1955 1957 1958 


6.3 27.1 
4.1 10.4 


locomotives were manufactured in 1956, and 2744 in 1957. 
However, at the end of 1956 2534 were not in operation, 
and at the end of 1957 2853 were not in use. 

The designed output capacities of coal mines that go into 
operation are reached slowly. 

The strip mining of coal has developed substantially in 


the USSR, as is evident from the following data: 
OK 


65.7 90.1 98.6 
16.8 19.4 19.9 


involved in ordinary mined coal. The use of strip mining 
enjoys very good prospects in the eastern part of our 
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country. There, the coal strata are not very deep. The 
thermal power stations and industrial enterprises which it 
is planned to build in the east will be supplied with cheap 
coal. ; 

The development of coal mining by the hydraulic method 
will result in considerable savings for the economy. 

During the Seven-Year Plan the development of the fuel 
base for the economy of the USSR will occur under condi- 
tions of priority increases in the production of petroleum 
and natural gas. A considerable expansion in the employ- 
ment of petroleum and gas as industrial and power fuels 
and as raw materials for the chemical industry is en- 
visaged. As compared to 1958, the production of petroleum 
in 1965 will have more than doubled, and gas output will 
have increased more than five-fold. Utilization of petro- 
leum products and gas as fuel and for production purposes 
in industry will strengthen the growth of the social produc- 
tivity of labor and will result in a reduction in the produc- 
tion costs of the national economy, particularly in indus- 
tries requiring much fuel and power. 

The major source of increase in petroleum production 
during the seven-year period will be extraction in new de- 
posit areas. However, a highly significant role in increas- 
ing the production of petroleum will be played by improve- 
ments in the technology and methods of extraction, and also 
by the utilization of resources available within the petro- 
leum industry as presently developed. 

The following figures will illustrate the high average an- 
nual rates of growth of the petroleum industry in the post- 
war years. Whereas during the ten years from 1931 to 
1940 the increase in petroleum extraction was 12.6 million 
tons, petroleum production from 1946 to 1955 grew by 51.4 
million tons, and during the past 3 years, from 1956 to 1958, 
by 42.4 million tons. (2) One of the most important factors 
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in the increase in the production of petroleum and gas in 
the post-war years has been the increase in prospective 
resources. Moreover, improvements in the exploitation of 
petroleum formations, increases in the rate of petroleum 
extraction, and more complete utilization of prospected re- 
sources have been of great significance. 

In the pre-war years, it was common for about half of 
the available resources to remain in the petroleum forma- 
tions by the time exploitation was no longer possible. In 
order to develop output it was necessary to start to exploit 
new fuel deposits and to make additional capital in vest- 
ments. 

The post-war period is typified by more complete utiliza- 
tion of petroleum formations. This became possible as the 
result of the employment of methods of artificial main- 
tenance of stratum pressure with the aid of flooding beneath 
and above the cap. In addition to the pumping of water into 
the stratum, other methods have recently been introduced 
for purposes of increasing the rate of petroleum recovery, 
among which the most important are hydraulic expansion 
of the stratum, cumulative perforation, and sulfuric acid 
well-processing. In 1958, the operation of petroleum for- 
mations with artificial maintenance of pressure through 
water drive was 141.6 million cu. m. as against 8-9 million 
cu. m. in 1950, and the employment of hydraulic expansion 0: 
strata in naturally and artificially driven wells to increase 
the permeability of the zones adjacent thereto increased 
from 2 well-operations in 1953 to 2713 well-operations in 
1958. 

Thanks to the employment of the most modern methods 
of increasing the rate of petroleum recovery, there has 
been a considerable increase in the share of petroleum ex- 


tracted by the most economical, gusher method. 
eR 


Petroleum Extraction by Methods of Recovery (in percentage) 


Total oil 
production 


In the current Seven-Year Plan it is intended to expand 
the employment of methods of secondary exploitation of oil 
wells, and this will also make it possible to increase the 
annual growth in petroleum extraction. 

The achievement of the average annual increase in petro- 
leum and gas extraction envisaged in the target figures for 
the development of the USSR national economy in 1959-1965 
will depend to a considerable degree on the rates and vol- 
umes of drilling, and on the extent to which this is im- 
proved. At the present time, the main method of drilling 
Oil wells is turbine drilling. In 1956 turbine drilling con- 
stituted more than 85% of the total volume of drilling. 

_ From year to year, the speed of drilling for purposes of op- 
eration and prospecting is increasing, and work is under 
way to introduce dual-string and multiple-string drilling. 
The amount of drilling of small-diameter wells is increas- 
ing, and this makes it possible to reduce the use of metal, 


Including 


38.4 c¢ 23.3 c 


cement, chemical reactants and lumber by nearly one half 
and to reduce costs per meter drilled by 30-40%. (See 
table shown on the top of the following page.) 
However, there are considerable possibilities for im- 
proving the employment of drilling equipment. Thus, in 
1958 only 68.6% of calendar time was utilized in the ex- 
ploitation drilling process, and 31.4% of the time was not 
employed for various reasons. Calendar time is made 
even poorer use of in prospecting drilling. A better utili- _ 
zation of calendar time in the operation of drilling equip- 
ment and reduction in non-productive shutdowns will make 
it possible to increase drilling rates and the volume of oil 
well drilling performed. 

_An important place in the country’s fuel balance in 1965 ' 
will be occupied by the production of gas — the most heat-_ 
productive and convenient of the fuels, and at the same e 
time a valuable raw material for the chemical industry. 
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Rate of Drilling of Petroleum and Gas Wells per Rig per Month (m) 
ee errr Eee Der 1G PE Month 


Exploitation Drilling 
Prospecting Drilling 


Pre-revolutionary Russia had no gas industry of its own. 
Little attention was given to the development of the gas in- 
dustry until 1945. The gas industry, as a major branch of 
socialist industry, is a creation of the last few years. 
Here are data on its development: 


Growth of Gas Extraction and Production (Billion cu. m.) 


Years 


1928 0.33 
1940 3.39 
1945 3.41 


One of the most important reasons for the slow develop- 
ment of the gas industry in the pre-war period was the in- 
adequate scope of geological work for gas prospecting. In 
recent years, the volume of work done in prospecting for 
gas has increased considerably; major gas formations 
have been discovered, and data confirming the existence of 
enormous potential resources have been reported. 

The Soviet Union’s largest gas deposits have been pros- 
pected in Stavropol territory, and in the Stalingrad, Saratov, 
Kuibyshev, and Tyumen oblasts, as well as in the Yakut and 
Komi ASSRs, and on the territory of the Ukraine and Uzbek- 
istan. 

The progress reported in prospecting for natural gas has 
made it possible to accelerate its production and utiliza- 
tion for urban services and household purposes to an enor- 
mous degree, and in the future this will be true in terms of 
industrial uses. 

The use of gas as a fuel in industry makes possible a 
considerable increase in the yield of furnaces and assem- 
blies, and an improvement in the quality of output and the 
workers’ conditions of labor. Thus, for example, conver- 
sion of open-hearth furnaces now in operation to gas would 
make it possible to increase the melting of steel. In the 
cement industry the conversion of rotary kilns from solid 
fuel to natural gas will improve the quality of the cement. 
In the metal manufacturing industry the use of gas will 
make it possible to increase the melting of steel. In the 
cement industry the conversion of rotary kilns from solid 
fuel to natural gas will improve the quality of the cement. 


1940 1950 
412 629 
233 209 


1955 1956 1957 
893 940 1082 
306 342 401 


In the metal manufacturing industry the use of gas will 
make it possible to introduce new types of highly produc- 
tive furnaces, to greatly improve the heating and heat 
treatment of the metal. Of tremendous benefit to the na- 
tional economy will be the large-scale utilizationof natural 
gaS aS a raw material in the chemical industry for the 
manufacture of fertilizer, synthetic rubber, carbon black, 
formaldehyde, sulfuric acid, acetylene, ethylene, ethyl al- 
cohol, and many other products. The increase in the ex- 
traction and production of gas will make it possible to re- 
duce costs of production at enterprises which had hitherto 
used other types of fuel and which will be converted to gas, 
and to free thousands of people now occupied in the mining 
and transportation of coal. 

An important means of increasing gas production is an 
improvement in the utilization of by-product gas, i.e., gas 
recovered from oil wells simultaneously with the oil. A 
considerable portion of this gas is burned in waste-gas jets 
or emitted into the air. Thus, for example, in 1957 about 
49% of the by-product gas was disposed of in this manner, 
and in 1958 44%. However, by-product gas is a gas of 
high-heat capacity and a valuable raw material for the 
chemicals industry. 

The carrying out of the objectives posed by the 21st 
Congress of the CPSU for the fuel industry requires an ac- 
celeration of the rates of technological progress, an im- 
provement in the organization of production, the discovery 
and utilization of existing production reserves in the coal, 
petroleum, gas and other branches of the fuel industry. It 
is the duty of persons in the field of statistics to assist this 
development in every possible way. A broad field for anal- 
ysis of the possibilities for the further development of the 
fuel industry is opened by the fuel-and-power consumption 
balance sheets, the compilation of which is now being under- 
taken by the statistical agencies. Similar opportunities 
are offered by analysis of data on labor productivity, costs 
of production, and the technological and economic indices 
broken down by groups of enterprises, as well as by other 
statistical materials being collected and elaborated by the © 
statistical agencies. 


(1) Editor’s note: the original mistakenly cites the year 
1940 here, but 1913 is clearly intended. 
(2) Editor’s note: the original cites 42.4 thousand tons, 


apparently a typographical error. 
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Nauchnye Doklady Vysshei Shkoly, Economicheskie Nauki - 
Scientific Reports of Higher Educational Institutions, Eco- 
nomic Sciences — No. 4, 1959 


The Problem of the Withering Away of the Collective Farmer’s 


Personal Farm Plot 


The steady development of the productive forces of so- 
cialist society provides the foundation for a gradual in- 
crease in the level of socialization of collective farm pro- 
duction, and approximation of the cooperative property of 
the collective farms to general public property. 

One of the characteristic aspects of this process is the 
withering away of the personal farm plot of the collective 
farmers, which is gradually losing its significance. 

As indicated at the 21st Congress of the CPSU, the com- 
munal production carried out on the collective farms is 
coming ever increasingly to embrace all the branches of 
agriculture. Asa result, the collective farmers’ require- 
ments not only for grain, but for milk, meat, butter, pota- 
toes, vegetables, and fruits are being ever increasingly 
satisfied not out of their personal garden plots, where yield 
is low in terms of the labor expended, but out of the produce 
of the more economical common collective farm endeavors. 

If we examine the question of the withering away of the 
personal garden plot of the collective farmers, it is neces- 
sary in the first place to observe that this phenomenon did 
not come into being and does not exist independently of the 
cooperative enterprise, but in intimate relation with and 
alongside it. The personal garden farming of the collec- 
tive farmers, which is conducted on land assigned to the col- 
lective farms, is not a private enterprise. It is a complete- 
ly new economic phenomenon arising out of the socialist 
reorganization of the small-peasant village. This personal 
enterprise is an enterprise of a special type existing on the 
basis of the agricultural cooperative as its foundation. 

As opposed to the individual peasant economy, which con- 
stitutes the main source of means of existence for the 
peasantry, the personal garden plot is not the main source 
of existence for the collective farm household. The main 
source of existence for the collective farmers is the com- 
munal operation conducted by the collective farm. 

Whereas individual small-scale peasant farming serves 
as a source of the constant birth and development of capital- 
ism, the personal garden plot of the collective farmers can- 
not under any conditions become a capitalist enterprise, in- 
asmuch as, in the first place, there is no private ownership 
of the means of production and exploitation of man by man 
under socialism, and in the second place, the private plot of 
the collective farmers exists in association with the com- 
munal operations of the collective farm and occupies a sub- 
ordinate position with respect to it. 

The personal garden plot of the collective farmer is re- 
garded by the Communist Party and the Soviet government 
as an economic necessity existing at a given stage in the de- 

velopment of collective farm production, and as one of the 
most important characteristics of the agricultural coopera- 
tive. 

In its guidance of the process of collectivization of the 
peasantry, and the construction of socialist forms of econ- 
omy in the countryside, the Communist Party of the Soviet 
Union proceeded from the need for a proper combination of 


the personal interests of those who were but yesterday pri- 
vate farmers, small property owners, who had centuries of 
conditioning in working as individuals, with the interests of 
society, the interests of the given collective and of the so- 

cial order as a whole, without which the free existence and 
development of the personality is unthinkable. 

The small peasant was tied for ages to his tiny piece of 
land, to his enterprise, and was accustomed to concern him~ 
self only with his personal property. Was it possible for 
the party, in developing the mass-scale collective-far ming 
movement, todisregard the individualist psychology of the 
private peasant ? No, it could not do so. 

“To demand that the peasants entering the cooperative,” 
we read in the resolutions of the 16th Congress of the party, 
“immediately renounce all individualistic customs and in- 
terests, renounce the possibility of conducting their per- 
sonal farming in addition to the common farming operations 
(possession of a cow, Sheep, fowl, a garden plot), and re- 
frain from utilization of outside earnings, etc., means to 
forget the abce’s of Marxism-Leninism.” (1) 

The triumph of the collective system opened the road to 
a prosperous and cultured life for the working peasantry. 

It created the objective conditions for yesterday’s individuall 
peasants to break with their private-property-owner psy- 
chology. However, the individualistic habits and interests 
that had developed in the peasants over the centuries could 
not disappear immediately after their entry into collective 
farms. This circumstance, of course, could not help but 
create the need for preserving for a given period, within the 
framework of the collective farms, of certain transformed 
elements of private enterprise, constituting the personal 
farm plot of the collective farm household. 

However, the most important reason for the existence of 
personal farming operations of the collective farmers lies 
in the fact that the collective farms cannot, at a given stage : 
in their development, satisfy all the requirements of their 
members for agricultural products out of the farm’s com- 
munal operations alone. Therefore, the personal plot of thes 
collective farm family, operating within clearly-defined 
limits, is called upon to serve, during this period, as a 
source of supplementary income necessary for the satisfac- 
tion of the growing requirements of the collective-farm 
family. 

Lying at the base of the organization of the collective- | 
farm cooperative is the principle of combining the social 
and personal interests of the collective farmers in sucha _ 
way as to assure preferential growth, and perfection of, the! 
communal economy of the collective farm, and a continuous 
increase in incomes obtained by collective farmers from 
the communal operation. Therefore, in their development, 
the communal operations of the collective farms show a 
tendency toward an ever increasing satisfaction of the grow 
ing needs of the collective farmers and thus make the farm 
plots increasingly superfluous. 

For example, the production of grain in the collective | 
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farms is presently almost entirely concentrated in com- 
munal operations. The sown area under grains in the pri- 
vate plots of the collective farmers constituted in 1950 
1.9%, in 1954 1.4%, in 1955 1.3% and in 1956 1.1% of the to- 
tal sown area under grains in the country. (2) Therefore, 
the collective farmers of the grain districts meet their 
grain requirements almost exclusively out of the commu- 
nally -performed operations. 

The collective farmers of cooperatives specializing in the 
production of industrial crops receive money for the labor- 
day units they have earned, and use this to buy grain either 
directly from the state or from their collective farms, to 
which the government supplies grain in adequate quantity in 
the form of counter-deliveries for the products sold. 

The situation with respect to vegetables, potatoes and 
certain other farm products is different. Today, the ma- 
jority of collective farmers obtain the bulk of these prod- 
ucts from their own garden plots. 

The share of the garden plots is particularly significant 
in the production of potatoes and vegetables in collective 
farms where these crops are either not raised at all by the 
communal enterprise or are raised on only a small scale. 
Thus, for example, in Rostov oblast, where the production 
of potatoes in the collectives has not yet gotten under way 
and the general level of harvest of this crop is insignifi- 
cant, the bulk of the potatoes raised in the oblast are grown 
on the farmers’ personal plots. For example, in 1953 the 
collective farmers obtained 98.26%, and in 1958 96.6% of 
the potatoes they consumed from their own garden plots. 

The situation is somewhat different with respect to vege- 
tables and melons. In 1953 the collective farmers obtained 
83.6%, and in 1958 85.8% of these crops from their person- 
al plots. On the whole, in the years 1953-1958 the share of 
the garden plots in providing the collective farmers with 
these products remained and continues to remain consid- 

_-erable, a fact that cannot be left out of consideration in 
evaluating the role of the garden plots as a supplementary 
source of means of existence for the collective farmers at 
the present time. 

The same situation exists insofar as sources of supply of 
livestock products to the collective farmers are concerned. 
The communal operations of the collective farms are not 
yet capable of adequately satisfying the collective farmers’ 
needs for these products, and the collective farmers do not 
always obtain enough money in payment for their labor-day 
units to buy them on the side. Moreover, organized trade 
in these products has not yet been established in rural 
areas. 

In Rostov oblast, for example, where the collective farms 
raise chiefly grain and livestock, a completely inadequate 
allocation of milk, meat, butter, and other livestock prod- 
ucts is made to the members in payment for their labor- 
day units. Nor is there an organized collective-farm or co- 
operative trade in these products in the village. As a con- 
sequence, a considerable proportion of the productive cat- 
tle, particularly milk cows, still remains in the hands of 
the collective farmers. 

The same situation existed until recently in the country 
at large. Thus, as of October 1, 1956, collective farmers 
had 41.7% of the total number of cows, and the collective 
farms had 37.1%. (3) 

Of course, if the communal operations of the collective 
farms were sufficiently developed to permit the collective 
farmers to completely satisfy their needs out of the prod- 
ucts of communal livestock raising, receiving the things they 
need eitherin exchange for their labor-days earned, or through 
- anextensive rural system of stores, there would be no need for 

productive cattle to be retained in their personal possession. 
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The communal operations of the collective farm today 
also do not constitute the major source for satisfying the 
collective farmers’ needs for products such as fowl, eggs 
and fruits. The private plots will not lose their Signifi- 
cance for the collective farmers so long as a system of 
Selling all the products the collective-farm family needs is 
not organized in the villages, in addition to developing the 
Ege oa! operations and increasing the collective farm- 
ers’ monetary incomes. Only an extensive system of rural 
trade can demonstrate to the collective farmers that it is 
much more profitable for them to meet their needs not out 
of the expensive and low-yield farm plot, but out of the 
products of the communal operations conducted with mini- 
mum outlays of labor and resources. AII this will make it 
possible to increase the collective farmers’ incentives to 
develop the communal enterprise and to take a decisive 
step forward toward converting it into the sole source of 
meeting the farmers’ needs. 

The need to retain the farm plots is explained not only 
by the fact that the communal operations of the collective 
farms are not yet in a position to satisfy the growing and 
various needs of the collective farmers for various specif- 
ic forms of agricultural products. It is also dictated by 
the fact that all the incomes of the collective farmers in 
money and kind, obtained by them out of the social economy 
of the collective farms, are frequently still inadequate for 
the satisfaction of the growing needs of the collective farm 
family. Under these conditions, the farm plot is a neces- 
sary source of supplementary income both in kind and in 
money. 

In order to satisfy, among other things, his needs for 
clothing, footwear, furniture and other consumer goods pro- 
duced outside the collective farm, the collective farmer 
must have money. If the collective farmers do not receive 
enough money from the communal operations, they are 
compelled to seek other sources of income. The most im- 
portant source of such additional income is undoubtedly the 
garden plot. 

The total monetary expenditures of the collective farm- 
ers On consumer goods usually exceed the monetary in- 
comes they receive from the communal operations of the 
collective farms both in the form of monetary payment for 
their labor and in the form of money acquired from the 
sale of excess products obtained on the basis of labor-days 
worked. Thus, in 1957 each hundred collective farm fami- 
lies in Rostov oblast bought commodities equal to a total of 
527,294.5 rubles, whereas the monetary incomes of these 
families from the communal operations of the collective 
farms came to 433,880 rubles. 

Thus, the need for the personal farm plot derives not 
only from the fact that the communal operations are incapa- 
ble of satisfying all the collective farmers’ requirements 
for certain specific products, but also from the fact that the 
total amount of income from these operations of the collec- 
tive farm at the present stage in the development of the 
collective farm system is insufficient to satisfy the grow- 
ing needs of the collective farm family. From this we de- 
rive both the need to maintain the garden plot and the fact 
that there is a direct reason for the collective farmer to be 
concerned with developing and strengthening it. 

However, the personal garden plot serves not only asa 
source of extra income in money and kind for the collec- 
tive farmer, but also as an additional source of marketed 
agricultural products, which pass through commodity cir- 
culation (chiefly through procurements and the collective- 
farm market) into exchange for industrial products. Thus 
the marketed production of the personal garden plot of the 
collective farmers of the country constituted 25% of the 
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nation’s total marketed production of meat and animal fats 
of all kinds in 1956, including 23% of the pork, whereas they 
provided 20% of the milk, and 11% of the wool; in 1957, the 
corresponding figures were 22%, 21%, 17%, and 12% of the 
total marketed production. (4) 

In the gross volume of Soviet internal trade in farm prod- 
ucts, a large percentage is accounted for by collective- 
farm markets. For example, in Rostov-on-Don, the share 
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of the collective-farm markets in the gross retail trade of 
such products as meat and fowl was 73.6% in 1956 and 
67.8% in 1957; it was 85.4% and 80.9% for fruits of all 
kinds and berries; 83.2% and 79.4% for vegetables, 82.7% 
and 74% for eggs; and 43.7% and 55% for vegetable oils. 
Moreover, the bulk of the farm products sold in the collec- 
tive farm markets were the products not of the collective 
farms, but of the collective farmers. 


Sale of Agricultural Products by Collective Farms and Collective Farmers 


in the Markets of the City of Rostov-on-Don (in per cent of total) 


Collective 
farms 


Meat 

Eggs 
Vegetable oils 
Potatoes 
Melons 


If we take into consideration the fact that the bulk of 
these products are obtained by the collective farmers from 
their own garden plots, it becomes clear that the bulk of the 
meat, eggs, butter, potatoes and melons purchased by peo- 
ple in the collective-farm markets of Rostov-on-Don have 
come from the personal enterprises of the collective farm- 
ers. 

The personal enterprises of the collective farmers are 
necessary, inasmuchasthey are needed as a source of addi- 
tional income for the satisfaction ofthe growing needs of 
the collective farm household, which cannot as yet be com- 
pletely met from the communal operations of the collective 
farms. Under the conditions of a commodity economy and 
the collective-farm market, this may develop in two direc- 
tions — either in the direction of the direct satisfaction of 
the personal needs of the collective-farm family through 
products it has raised itself, or in the direction of increas- 
ing the monetary income of the collective farm family by 
the sale of its products on the collective-farm market. In 
the former case, the subsidiary enterprise exhibits a natur- 
al, and in the second case a commodity character. 

The collective farmers in districts which are a substan- 
tial distance from major markets refrain from raising 
products on their subsidiary plots requiring sale on the 
market, inasmuch as this sale involves large expenditures. 
They usually raise only those products which they can con- 
sume themselves without converting them into commodi- 
ties. The subsidiary plots in these collective farms are 
chiefly of a subsistence and natural character. In Rostov 
oblast one finds these farms to be typical among the collec- 
tive farmers of the Dubovskii Zimovnikovskii, Proletarskii 
and certain other regions. With diminishing distance to 
markets or improvement in conditions for haulage of prod- 
ucts in small volume, there appears among the collective 
farmers, in addition to the tendency to satisfy their own re- 
quirements by their own products, a tendency to raise 
products for the market so as to purchase the commodities 
they need with the money thus earned. Such subsidiary en- 
terprises bear a dual natural-and-commodity character. 
Their primary economic emphasis depends on which of 
these tendencies is the dominant one. _ 

The closer collective farms are to urban centers whose 


Collective 
farmers 


Collective 
farmers 


Collective 
farms 


population exhibits a growing demand for agricultural pro- 
duce, the stronger is the tendency to produce products for 
sale on the market. The subsidiary enterprises of the col- 
lective farmers of the suburban collective farms now mani- 
fest a distinctively commodity nature. This is due not only 
to the fact that the collective farmers of these farms can 
deliver their products to the nearest market without any 
great outlay of funds and labor, but also to the fact that they | 
can purchase the commodities they need in the cities with 
the money thus obtained. Thus, for example, the subsidiary | 
plots of the majority of the collective farms of Miasnikov- 
skii region in Rostov oblast, which is immediately ad- 
jacent (18-20 km) to the city of Rostov-on-Don, bear a dis- 
tinctively commodity-producing character. The bulk of the 
products produced in these garden plots flow to the urban 
market. 

The commodity nature of the subsidiary enterprises of 
the collective farmers depends not only on the ease with 
which their products can be sold on the market, but on the 
demand for various products produced by the subsidiary 
plots. 

The collective farmers’ garden plots may gradually lose 
their natural character and acquire a commodity-producing; 
character if the market presents a steady and stable de- 
mand for specific products. This demand depends primari- 
ly on the needs and the purchasing power of the population, 
on the quantity and the time of arrival in the channels of 
Soviet trade of products of government enterprises, coop- 
eratives, and collective farms. It is this last circumstance: 
that essentially explains the fact that the subsidiary plots — 
which are most distinctively commodity-producing in na- _ 
ture usually produce primarily those items which are in- | 
adequately produced and sold through organized channels. — 

The most unorganized sellers of farm products in the 
collective farm markets are the collective farmers selling 
the products of their personal enterprises. They are least 
subject to the organizing influence of planning and reveal a 
high degree of flexibility in the sense of rapid adaptation to 
market demand. §. 

At times, market conditions make it possible for collec- 
tive farmers to sell their products at excessive prices 
induce unhealthy, speculative tendencies in them. This 
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phenomenon occurs with particular frequency where prod- 
ucts are raised that are not offered in adequate quantity in 
state and cooperative trade. 

The greater the demand for these products, and the small- 
er their supply in the organized market, the greater the 
objective conditions for the subsidiary enterprises taking 
On a speculative character. By taking advantage of the fact 
that production of certain commodities has been limited and 
that the demand for them is high, collective farmers at 
times skyrocket the prices for the products of their own en- 
terprises. 

Although the operation of the law of value on the collec- 
tive-farm market is limited by planned regulation on the 
part of state and cooperative trade, it is nonetheless not 
completely free of spontaneity. The unorganized character 
of the collective-farm market is manifest in the first place 
in the fact that prices here are not set in advance through 
a system of planning, but come into being more or less 
freely as a result of the changing relationship between sup- 
ply and demand. 

The high prices on the collective-farm market, reflect- 
ing the growing demand for various products, impel the col- 
lective farmers to produce these particular products on 
their subsidiary plots. However, since the total volume of 
products offered on the market from these subsidiary plots 
is not great, the personal enterprises cannot significantly 
influence either the relationship between supply and de- 
mand, or the prices on the collective-farm market. 

However, from this it follows that all regulation of the 
unorganized market must begin not with the establishment 
of fixed prices, which is rejected with full justification by 
the economic policy of the socialist state, but by changing 
the relationship between supply and demand which deter- 
mines price levels on the collective-farm markets. 

The most important means for changing the relationship 

_between the constantly increasing demand and supply of 
agricultural products on the collective-farm markets is, in 
the final analysis, a powerful growth in production by the 
collective and state farms. 

Only through a constant increase in the output of the col- 
lective and state farms is it possible, by means of a gradu- 

al elimination of the role of subsidiary enterprises of the 
collective farmers in commercial circulation, to overcome 
their commodity -producing nature. The overcoming of the 
commodity-producing nature of the subsidiary enterprise, 

which will occur on the basis of an all-round development 
of socialist agricultural production andthe further strength- 
ening of the communal operations of the collective farms, 
will be one of the most important reasons for the fact that 

_the personal subsidiary enterprise of the collective-farm 
household will eventually lose its significance. 

The more rapidly the communal operations of the collec- 
tive farms are developed, the more distinct is the trend to- 
ward the withering away of the personal subsidiary enter - 

_ prises of the collective farmers. It is this tendency that 

_ provides the basis for concluding that the subsidiary enter- 
prise of the collective farm household will inevitably, from 

_year to year, gradually lose its significance as a source of 

additional means of subsistence for the collective-farm 
family, in accordance with the further development and 

_ growth of the communal economy of the collective farms. 

_ The growth in collective-farm production finds its con- 

crete expression in the growth of sown area, gross crop 
production, and the yield of farm products, and in an in- 
crease in the head of cattle and their productivity. 

_ When compared to the preceding five years, the period 

1953-1958 showed an average annual rise of 38% in grain 

yroduction in our country. (5) Grain production also 


increased in the collective farms of Rostov oblast. The 
gross grain crop per hundred hectares of agricultural ara- 
ble land rose 163% from 1953 to 1958. 

With the increase in total grain production in the collec- 
tive farms of the oblast, there was in increase in labor-day 
payments of grain, flour, and meat, and a corresponding re- 
duction in the share of the subsidiary enterprise in satisfy- 
ing the collective farmers’ needs for these products. Thus, 
whereas in 1952 the collective farmers obtained from their 
subsidiary farm plots about 7.7% of the total amount of 
grain, flour, and meal which they consumed, by 1955 the 
share of their plots in the satisfaction of these needs was 
only 1.7%, and in subsequent years it fell virtually to zero. 

Thus, so long as the communal operations of the collec- 
tive farms were not completely capable of satisfying the 
collective farmers’ needs for grain, they raised grain 
crops on their garden plots. However, at the present time 
there are no longer any collective farmers in Rostov oblast 
who plant these crops on their plots. 

The agricultural cooperatives have also scored signifi- 
cant progress in the field of livestock farming. Whereas 
in 1953 the average collective farm had 298 head of cattle, 
146 pigs, and 835 sheep and goats, as early as 1957 the 
livestock rose to, respectively, 374, 255, and 913 head. (6) 
The yield obtained from livestock also increased. Thus, 
the average amount of milk per cow in the collective farms 
was about 1900 kg in 1958, as against 1016 kg in 1953. The 
head and yield of cattle in the collective farms of Rostov 
oblast is rising from year to year. Thus, the milk yield 
per cow in 1953 was 1047 kg, and in 1958 it was 1872 ke. 
The production of milk per 100 hectares of arable land rose 
from 23.0 centners in 1953 to 73.42 centners in 1958, and 
in the case of meat from 0.6 centners to 19.4 centners. 

The increase in the output of livestock farming also af- 
fects the relationship between the quantity of products ob- 
tained by the collective farmers from communal operations 
and from their subsidiary farm plots. In Rostov oblast the 
tendency to reduce the share of products obtained by the 
collective farms from their personal plots is clearly evi- 
dent if one examines the case of vegetables and melons. 
Thus, whereas in 1953 100 collective-farm families queried 
satisfied their needs for these products to the extent of 
83.6% out of their personal plots, by 1957 they produced lit- 
tle more than one half of their consumption of vegetables 
and melons on their private plots. This tendency to reduc- 
tion in the share of the farmer’s plot in satisfying the needs 
of the collective farmers appears with equal clarity when 
one examines monetary income. As the communal enter- 
prise of the collective farms grows stronger and develops, 
the portion of the income of collective farmers coming 
from their communal enterprises shows a preferential rate 
of growth. If we take the entire monetary income obtained 
by the collective farmers of this oblast as 100%, in 1953 
they got 27.7% from communal operations of the collective 
farms, whereas in 1958 the figure had reached 42.0%. 

Everything we have said above makes it possible to con- 
clude that the subsidiary enterprises of the collective 
farmers will inevitably lose their significance as commu- 
nal operations grow and become stronger. 

A most important factor in accelerating the process of 
the dying out of the personal subsidiary enterprise is, also, 
the growth of socialist consciousness on the part of the col- 
lective farmers, making it possible to concentrate their ef- 
forts every more completely on the development of the 
joint efforts of the collective farms as the major source of 
the means of existence for the collective-farm family. 

However, recognition of the inevitability of the dying 

(Continued on Page 63) 


I. Oblomskaia: 


Concerning the Enterprise Fund 


A most important stimulus to the development of social 
production during the period of extensive building of com- 
munism is the principle of material incentive. However, 
in the practice of management this factor for the stimula- 
tion of production is not being employed at all adequately. 
The existing forms of stimulation of workers, technicians 
and office employees, while making them individually in- 
terested in the results of their work, are not sufficiently re- 
lated to the results of the economic activity of the estab- 
lishment as a whole. This objective could be effectively 
promoted by a form of material incentive such as the enter- 
prise fund built up from a certain percentage of the enter- 
prise’s profits or savings from the reduction of production 
costs; in this way a certain relation is established between 
the surplus product created in the establishment and the 
material condition of its workers. However, this relation- 
ship and, consequently, the role played by the enterprise 
fund in providing a material incentive to the workers, and 
in revealing and mobilizing latent reserves of production 
for the purpose of effecting qualitative improvements, are 
still far from satisfactory. It is not surprising, therefore, 
that the question of the formation and utilization of the en- 
terprise fund has become a subject of discussion by econo- 
mists and the general public in the press. The magazine 
Voprosy Ekonomiki, for instance, has published articles by 
I. Usatov (No. 6, 1958), and A. Saitsev and F. Dronov (No. 
3, 1959) on the role of the enterprise fund and the short- 
comings in its formation and utilization. These questions 
are in need of further analysis and discussion, however. 


Hammer and Sickle 
Plant 


Viadimir Ilyich 
Plant 


Subject to Subject to 


allocation allocation 
Year from profit from profit 

to enter- to enter- 

prise fund prise fund 


Hence, the fact that the profits of the plant during one year 
were greater than during another hardly affected the 


* This article is intended to pose the problem. 


Editor’s note: Judging from the discussion below, 
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Voprosy Ekonomiki - Problems of Economics - No. 12,1959 


According to the existing rules on the enterprise fund, 
establishments are divided into four groups, each with its 
own percentage of allocations to this fund, namely, 6%, 4%, 
2% and 1% of the planned profits or planned savings from 
the reduction of costs, and 50%, 40%, 30% and 20% of the 
profits or savings from cost reduction over and above the 
planned indices. The total allocations to the enterprise 
fund cannot exceed 5% of the total payroll of the establish- 
ment, however. The fund is calculated on the basis of the 
operating results of the current year and is spent during 
the following year. 

The setting up of this fund thus depends on the profit of 
the enterprise and the size of its payroll. It might seem 
that the fact that this bonus fund depends upon the payroll 
makes it possible to take account of the economic impor- 
tance of the enterprise, the size of the work force, the na- 
ture and conditions of its labor. But is this so in reality ? 

Let us analyze the manner in which the enterprise fund 
is formed and used in the following plants, representing all 
groups for which differentiated allocations to the fund have 
been fixed (in thousand rubles; see table below). 

The table shows that for the Hammer and Sickle Metal- 
lurgical Plant the sums equal to 5% of the payroll during 
1950-1957 were less than those subject to allocation to the 
enterprise fund. As a result the allocations to the enter- 
prise fund remained practically stable (a little over six mil- 
lion rubles a year) over the entire period regardless of the 
profit. 
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Red Rose Combine Paris Commune Mill 


Subject to Subject to 


allocation allocation 
from profit from profit 
to enter- to enter- 
prise fund prise fund 


this is probably a typographical error. 


material rewards of the workers. In 1957, for example, 
nearly twice as much money should have been allocated 
from the planned and above-plan profits to the enterprise — 
fund as in 1956, but owing to the clause restricting this sum 
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to 5% of the payroll, the 1957 allocations were only 11.7% 
above those of 1956. 

In the three other enterprises the allocations to the bonus 
fund rarely reached 5% of the payroll throughout the period 
under consideration. For them this was the “ceiling” to 
which they couldnever ascend. The only exceptions were 
the years 1957 and 1958 for the Vladimir Ilyich Plant and 
1958 for the Red Rose Combine. The Vladimir Ilyich Plant 


achieved this level thanks to the adjustment of the wage sys- 


tem, introduction of a uniform production schedule and a 
round-the-clock work schedule, strengthenirg of cost ac- 
counting within the plant, and the adoption of a new system 
of bonuses for the technical and office personnel. All these 
‘measures resulted in a substantial cut in production costs 
and an increase in profits. 

Hence, in those enterprises in which the allocations to 
the bonus fund do not reach 5% of the payroll the said re- 
striction plays no part. And where the allocations to the 
bonus fund regularly exceed the 5% limit (as, for instance, 
in the Hammer and Sickle Plant) this “ceiling” leads to the 


Hammer and Sickle 
Plant Plant 
Allocations 
to enter- 
prise fund 
(in thous. 
rubles) 


Allocations 
to enter- 
prise fund 
(in thous. 
rubles) 


An analysis of these figures permits the conclusion that 
for those factories in which the enterprise fund is limited 
to 5% of the payroll (as in the Hammer and Sickle Plant, 
for instance), there is no connection between the total allo- 
cations to the enterprise fund and the size of its profits. 
Indeed, during the period under consideration the Hammer 
and Sickle Plant profit rate advanced from 12.3% to 26.9%, 
or more than doubled, while the allocations to the enter- 
prise fund increased by only 14.6% (from 5,530,000 rubles 
with a 12.3% profit rate to 6,348,000 rubles with a 26.9% 
profit rate). The discrepancy between the profitability and 
the allocations to the enterprise fund is patent also from 
the data for 1954 and 1957. With a 26.9% profit rate (1954) 
the allocations to the fund amounted to 6,348,000 rubles, 
whereas with a 15.8% profit rate (1957) they amounted to 
6,915,000 rubles, that is, 567,000 rubles more than when 
the rate of profit was higher. The table also shows that at en- 
terprises of those branches where the allocations to.the 
bonus fund were below 5% of the payroll, the rate of profit 
did not substantially affect the size of the allocations to the 
fund. Thus, at the Vladimir Ilyich Plant the rate of profit 
in 1958 was twice as high as in 1957, but the allocations to 
the fund increased by only 9.2%. In 1953 the rate of profit 
was nearly treble that of 1952, yet the allocations went up 
only 45.7%; in 1954 the rate of profit was 48.7% higher than 
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material reward of the workers remaining practically 
unchanged and unaffected by changes in the results of their 
work. The conclusion naturally suggests itself that this 
limitation of the enterprise fund is a useless thing. 

Comrade Usatov proposed that the allocations to the en- 
terprise fund should be made dependent upon the planned 
share of wages of production personnel in the cost of pro- 
duction. But the introduction of this index, as correctly 
pointed out by Comrades Dronov and Zaitsev, would not be 
conducive to technical progress. 

Let us consider in this context the relation between the 
enterprise fund and the profitability of the enterprise. For 
this purpose we shall determine and compare the data on 
allocations to the enterprise fund and the profitability of 
the enterprise (the ratio of the profit of the enterprise to 
its yearly production costs) for the same four establish- 
ments. Of considerable importance also is the ratio of the 
above-plan to the planned profits, which, it seems to us, 
demonstrates more fully the success of the plant in finding 
and utilizing production reserves. 


Paris Commune 
Red Rose Combine Mill 
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to enter- 
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2.5 
4.7 
2.1 
8.0 
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in 1953, but the allocations to the fund dropped considera- 
bly; also in 1956, when the rate of profit was 2.3 times be- 
low that of 1955, the allocations remained virtually un- 
changed. The same applies to the Red Rose and Paris 
Commune enterprises. Thus the actual allocations to the 
enterprise fund have either no relation to changes in the 
rate of profit or a very slight relation to them. 

The situation in regard to the third index, the ratio of the 
above-plan to the planned profits, is different. The total 
size of the enterprise fund depends to a large extent upon 
the amount of above-plan profits, the allocations from 
which are from 8 to 20 times greater than those from the 
planned profits. The ratio of the above-plan to the planned 
profits in the total sum of accumulations greatly influences 
the formation of the enterprise fund. That is precisely why 
the allocations to the enterprise fund at the Vladimir Il- 
yich Plant, despite the general rise in the rate of profit in 
1954 compared with 1953, decreased, the ratio of the above- 
plan to the planned profit having dropped by more than six 
times during the same period. At the same time, in 1956, 
despite a sharp drop in the rate of profit, the allocations to 
the fund went up, the ratio between the above-plan and 
planned profits having gone up more than five times. The 
same is true of all other enterprises. 

Since the total allocations to the enterprise fund are 
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largely dependent upon the size of the above-plan profits, 
this might at first glance seem to be a positive factor 
stimulating the workers towards organizational and techni- 
cal steps in search of latent reserves to fulfill and over ful- 
fill the plan targets. However, a closer examination of the 
subject leads to different conclusions. 

It is known that many enterprises effect above-plan 
savings even though they have overexpenditures in some of 
the elements of production costs. Thus, in the Paris Com- 
mune Mill, where losses from spoilage and unproductive 
expenditures in 1956 and 1957 amounted to 3,958,000 and 
4,852,000 rubles respectively, the cost of production of the 
entire marketable output was 1.4% below plan in 1956 and 
0.9% below plan in 1957. In 1958, the Red Rose Combine, 
where losses from secondary processing of fabrics and un- 
productive expenditures amounted to 2,826,000 rubles, the 
above-plan savings equalled 9,621,000 rubles. The Vladi- 
mir Ilyich Plant regularly records above-plan savings while 
sustaining spoilage losses from year to year. These sav- 
ings may be due to plan targets being below the potentiali- 
ties ofthe factories, which enables them to effect above- 
plan economies despite overexpenditures on some of the 
cost items. The tendency of some managers to strive for 
low production plans is induced, to some extent, by the 
existing rules on allocations to the enterprise fund. 

Attention has already been drawn to this fact in economic 
literature, and the negative effect it produces on the con- 
solidation of the principles of cost accounting and planning 
in the operation the socialist enterprises has been noted. 

Above-plan profits largely depend upon above-plan out- 
put, the volume, nomenclature and production date of which 
are not stipulated in advance; this makes it difficult to mar- 
ket this output promptly. In the Red Rose Combine, for in- 
stance, 700,000 rubles worth offinished goods manufactured 
in excess of the plan were stocked up in the warehouses 
during August-December 1958. In the first 10 days of Janu- 
ary 1959 another 40,000 meters of above-plan fabrics 
' worth 575,000 rubles, for which there was no market, were 
added to this. All these goods remained in the warehouses 
for a long time, the wholesalers refusing to accept them as 
commodities for which no provision had been made in the 
supply and marketing plans. Asa result, the resources ex- 
pended on their manufacture lay frozen in the form of fin- 
ished products, to the detriment of the economy. 

Another point to be considered is that the higher percent- 
age of allocations to the enterprise fund out of above-plan 
profits evokes the unhealthy tendency to overfulfill the plan 
by producing “profitable,” that is, expensive, goods. In 
most cases these goods have long been in production and 
have gone out of fashion. In this way a material stimulus 
is created for the production of old patterns of goods which 
are no longer in demand, instead of a stimulus for patterns. 
Thus the Hammer and Sickle Plant in 1957 greatly ex- 
ceeded its accumulation plan by forcing the output of ex- 
pensive brands of steel, as is shown by the following table 
on the fulfillment of output and accumulation plans in fac- 
tory shops (in %): 


Accumulation 
plan fulfillment 


Output plan 
fulfillment 


Open hearth shop No. 2 


Sheet rolling shop 
Calibrating shop 
Rope shop 
Foundry shop 
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These figures show that while there was a slight overful- 
fillment of production targets, and though the sheet rolling 
and foundry shops actually failed to fulfill their production 
targets and even exceeded the planned cost of production, 
the accumulation targets were substantially exceeded, this 
applying also to the shops which failed to produce the planned 
quantities of rolled sheet and smeltings. This shows 
that overfulfillment of the accumulation targets was 
achieved not by raising the efficiency of the plant but by 
forcing production of the more costly and, therefore, the 
more profitable goods, the sales price of which does not 
correspond to the labor put into them. 

The same is also true for the Red Rose Combine. Here 
the allocations to the enterprise fund in 1958 were the big- 
gest in nine years, amounting to 2.6 million rubles. Yet it 
was precisely in that year that the combine had to pay 
1,246,000 rubles in fines for failure to fulfill its assort- 
ment plan and for turning out outmoded (but “profitable”) 
patterns of cloth. On top of this, the combine had stocked 
up 1.5 million rubles worth of short cuts and measured 
scrap (pieces of fabric remaining after spoiled parts had 
been cut out of them) for which a market could not be easi- 
ly found. Nor did the situation change in 1959, the com- 
bine continuing to turn out fabrics for which there was no 
demand. During the months of May to July alone the trad- 
ing network turned down 5.4 million rubles worth of fin- 
ished cloth for this reason. As for fines paid by the com- 
bine for violating the assortment, they do not practically 
affect the situation because they are charged to production 
costs and the enterprise’s personnel are not made to suffer 
materially. 

It follows from the above that the system of allocations 
to the enterprise fund is in need of revision. It should not 
be based on stimulating the overfulfillment of plan targets 
but on stimulating the fullest possible reckoning with all 
potential production reserves in the planned assignments. 
Hence, it would be more to the point to make allocations 
to the enterprise fund out of the entire profit, without di- 
viding it into planned and above-plan profit. To avoid put- 
ting into a privileged position those enterprises which are 
more profitable thanks to the specific advantages of their 
material base, organization and type of output, considera- 
tion should be given to the dynamics of profitability, i.e., 
the allocations to the bonus fund should be made dependent 
upon whether the enterprise’s profits go up or down in 
comparison with the preceding period. This is particularly; 
important under the existing system of planning, which 
makes thetargets for the next year dependent upon the per~ 
formance of the current year. Hence, the better a factory 
works one year the more difficult it is for it to secure 
conditions for a bonus the next year. If we reckon with the: 
dynamics of the factory’s profitability in fixing the bonus 
fund, it would help to eliminate this difficulty. 

In the light of the decisions of the June 1959 Plenum of 
the Central Committee of the CPSU, it seems proper to — 
make fulfillment by the enterprises of plans for new lines © 
of production and installation of modern techniques one of i 
the conditions for fixing the enterprise fund. >| 

The utilization of the enterprise fund also suffers from _ 
substantial defects. $i 

To begin with, it is necessary to decide whether the pro 
vision that half the fund must be used to expand output is a 
useful one. An analysis of the data for the enterprises 
named shows that money drawn from the enterprise fund — 
for use in expansion of output is very small compared to 
the funds assigned for capital investment out of the budget, 
Enterprises receive budgetary allotments for capital in- 
vestment even if they have no bonus funds. Hence, the — 
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expansion of an enterprise and of its output has, in essence, 
practically no relation to the existence and use of the enter- 
prise fund. This may be illustrated by the following table, 

giving data on expenditures for expansion of production over 


1950 


Expenditures on new technology, 
modernization of equipment, 
expansion of output and hous- 
ing out of enterprise fund 

Budgetary allotment for capital 

investment 


499 


3942 


Only in 1951 and 1957 did the enterprise fund play any 
appreciable part in financing these measures as compared 
with budgetary allotments (about 22% and 37% respectively), 
this resulting from the fact that the fund money used had 
accumulated for a number of years; in the other six years 
it amounted to from 4% to 16% of budgetary allotments. 

In the Hammer and Sickle Plant the estimates for 1958 
called for the spending of 1.5 million rubles on new tech- 
nology, modernization of equipment and housing construc- 
tion out of the enterprise fund and 27.9 million rubles out of 
budgetary allotments. In 1955 the Paris Commune Mill had 
no enterprise fund but received 13 million rubles for capi- 
tal investment from the budget. 

Thus, whether an enterprise has a bonus fund or not, it 
receives the money required for expansion from the budget. 
The question arises: would it not be wise to stop using the 
enterprise fund for expansion purposes, especially Since 
there is a system of credits for mechanization and moderni- 
zation of production? True, the enterprise fund is used to 
supplement the capital investment plan and the enterprise 
is free to uSe it at its own discretion. But the credits 
granted by the banks for mechanization and modernization 


Budget appropriations for kindergar- 
tens and nurseries 

Money used for cultural and welfare 

services out of the enterprise fund 


The same applies to the Red Rose Combine, where in 

1957 only 241,000 rubles were spent on cultural and welfare 
services out of the enterprise fund, as against 2,103,000 ru- 
bles received from the budget for kindergartens and nur- 
series alone. At the Paris Commune factory 508,000 ru- 
bles were spent in the same year for cultural and welfare 
services out of the enterprise fund, while 1,571,000 rubles 
were received from the government for the maintenance of 
kindergartens and nurseries. Even in 1954, when the fac- 
tory had no bonus fund, it received 1,383,000 rubles out of 
the budget for its kindergartens and nurseries. 
_ A comparison of the budgetary appropriations for kinder - 
gartens and nurseries at the Vladimir Ilyich, Red Rose and 
Paris Commune factories with their entire enterprise funds 
i shows that the former are at least equal to and often 

‘ceed the latter. 

To secure an appreciable improvement in the factory 
Bice: and welfare services it might make sense to spend 


- 
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% 
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1951 1952 1953 


897 


4132 


1950 1951 1952 1953 1954 1955 1956 1957 1958 
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| a number of years by the Vladimir Ilyich Plant out of the 


enterprise fund, on the one hand, and out of budgetary allot- 
ments, on the other (thous. rubles): 
40K 


88 146 253 


2167 3491 1679 


of production offer the enterprises great possibilities of 
uSing this form of production financing. 

Until recently, enterprises made insufficient use of this 
important source of funds for improving and developing out- 
put. Lately, however, these credits have been increasingly 
used from year to year. The conclusion suggests itself 
that with the wider use of credits and the granting of great- 
er powers to enterprises in their use, there will beno need 
to resort to the enterprise fund for mechanization and mod- 
ernization purposes. 

Part of the enterprise fund is used to improve cultural 
and welfare services to the factory personnel: to furnish 
and equip the kindergarten, nurseries and Young Pioneer 
camps, to buy books for the factory libraries and accomo- 
dations at recreation homes and sanatoriums, to build fac- 
tory hospitals, etc. But, as is well known, from year to 
year the government’s appropriations for these purposes 
grow, and the share of enterprises’ expenditures is only a 
fraction of the total of such expenditures. This may be 
judged from data on the sources from which the cultural 
and welfare services are financed at the Vladimir Ilyich 
Plant (thous. rubles): 


1499 1482 1563 1495 
51 89 42 50 


the entire enterprise fund for this purpose. It is highly 
significant that some enterprises have already adopted this 
policy. A case in point is the Urals Car-Building Plant, 
which has decided to meet the entire needs of its work 
force for kindergartens and nurseries in three years by 
assigning all allocations to the bonus fund for this purpose. 
Such purposeful use of the fund appears to us to be a wise 
measure in stimulating the workers of the plant. We also 
think it more expedient to devote the entire fund, instead 
of only 70% as is the case at present, to housing construc - 
tion, with priority for the best workers among those in 
need of flats. The particular kind of welfare service (kinder-. 
gartens and nurseries, housing, etc.) that should receive 
preference in the fund should be decided with a view to the 
needs of the enterprise and with the approval of the gener- 
al meeting of the workers. 

This is not the only use to which the bonus fund may be 
applied, of course. Premiums to the best production 
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workers should hold an important place in it. Yet, only a 


small part of the enterprise fund has been used for 


1950 1951 1952 1953 1954 1955 1956 1957 1958 


Hammer and Sickle Plant 
Viadimir Ilyich Plant 
Red Rose Combine 

Paris Commune Mill 
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individual bonuses, as the following data on individual bo- 
nuses per worker in industrial operations show (in rubles): 


It appears from the table that the size of the average bo- 
nus paid has displayed a tendency to grow in recent years. 
However, even the highest bonus per worker out of the 
enterprise fund (151 rubles) is insignificant compared with 
the average annual wage in these factories, which varies 
between 14,400 rubles at the Hammer and Sickle Plant to 
8,800 rubles at the Paris Commune factory. 


Hammer and Sickle Plant 


Viadimir Ilyich Plant 
Red Rose Combine 
Paris Commune Miil 


* With no enterprise fund. 


The fact that about two-thirds of the enterprise fund is 
used for expansion, modernization and welfare leads to 
failure to use the whole of the fund allocations during the 
current year and to setting them aside for future years. 
This is evidenced by the data in the table below, showing 
how unevenly the enterprise fund is used by the factories 
(expenditures in % of the given year’s allocations): 


* [Editor’s note — This seems to be a typographical error and should probably read 81.5.] 


As a rule, enterprises do not use their full bonus funds 
in the current year (with the exception of those years in 
which the fund accumulations for several years are large 
enough to allow for output expansion measures to be ef- 
fected). 

The right of the enterprise to use the bonus fund of any 
One year in a later year results in bonuses being paid to 
some of the employees even in those years in which the en- 
terprise fails to earn a bonus, owing to inefficient opera- 
tions. By such redistribution of the bonus its dependence 
upon efficient management is weakened. The practice of 
using the fund in subsequent years ought to be discarded. 

It would also be advisable to allow the enterprises to use 
the entire enterprise fund at their own discretion for indi- 
vidual bonuses, if the enterprise operated efficiently dur- 
ing the given year and finds it necessary to reward its par- 
ticularly outstanding personnel. In this case the bonuses 
would exceed half a month’s basic wage rate per man, viz.: 
about 800 rubles at the Hammer and Sickle Plant, 600 ru- 
bles at the Vladimir Ilyich Plant, 500 rubles at the Red 
Rose Combine, and 400 rubles at the Paris Commune Mill. 
To stimulate the workers’ material incentive and increase 
the profitability of the enterprise, it might also be advisa- 
ble to assign a large part of the bonus fund to the various 
shops, depending on their success in cutting production 
costs. This would enable the shop administration to 


reward their best people. The dependence of the shop bonus: 
funds upon the reduction of production costs would help 

to strengthen cost accounting and stimulate economies in 
materials and labor at the decisive point of production, the : 
shop, thereby stimulating output as a whole. 

Thus, in order to raise the material incentive of the 
workers in improving the efficiency of their enterprise, the 
importance of the enterprise fund as a form of material 
stimulation should be heightened. In order that the enter- 
prises may be made to feel directly the results of their 
work, it is advisable to eliminate the clause limiting the 
enterprise fund to 5% of wages, to make allocations to the 
fund from the entire profit (and not separately out of 
planned and above-plan profits), provided the plan for produc-- 
tion of new items and for the introduction of new technology 
is carried out and the dynamics of the enterprise’s profita-, 
bility are also taken into account as a deciding factor, to 
stop using the fund for above-plan investment in output ex- - 
pansion and to use it entirely at the discretion of the enter~ 
prise for individual bonuses and for cultural and welfare 
services, and to spend the entire fund, as a rule, during the 
current year. 

Improvement in the building up and use of the enterprise: 
fund will help to increase the material incentive of every 
worker and of the work force of the enterprise as a whole - 
in raising its efficiency and increasing labor productivity. 


| 


LABOR CONDITIONS AND LIVING STANDARDS 


Planovoe Khoziaistvo - Planned Economy ~ No. 11, 1959 


E. Antosenkov and V. Moskalenko: 


The Soviet Union’s Program of Reducing 


the Working Day and the Working Week 


A steady improvement of the living standards of the popu- 
lation on the basis of an uninterrupted expansion of produc- 
tion and a rise in the productivity of social labor is a law 
of development of socialist society. The decisions of the 
21st Congress of the Communist-Party of the Soviet Union 
point out that at the present stage when great industrial 
and agricultural progress has been made, all the conditions 
are at hand for Soviet people to live still better in the near 
future and to meet their material and spiritual requirements 
more fully. 

An important index of the rising living standards in the 
period of extensive building of communist society is the 
further gradual reduction of working time as provided for 
by the 21st Party Congress. The Congress decisions have 
set the highly important task of achieving the world’s 
shortest working day and working week in the Soviet Union. 

A significant step in that direction was last September’s 
decision by the Central Committee of the CPSU, the Coun- 
cil of Ministers of the USSR and the All-Union Council of 
Trade Unions on the dates for completing the switch to the 
shorter working day and on adjusting the wages of indus- 
trial and office workers in the various branches of the na- 
tional economy and economic regions of the country. 

The closer we approach a communist society the shorter 
the working day should be. The gradual increase in leisure 
time through reduction of the working day creates more 
and more opportunities for the all-round development of the 
individual. Karl Marx, the great founder of scientific so- 
cialism, stressed that the wealth of the society of the future 
would be measured by the amount of leisure time it had at 
its disposal. 

The gradual transition to communism is accompanied by 
an accelerated development of mechanization, automation, 
electrification and use of chemical processes in produc- 
tion, the broad utilization ot atomic power, electronics, 
computer techniques, etc. This is basically changing the 
nature of work, making manual work more and more re- 
semble that of engineers and technicians. This requires 
workers at socialist establishments to possess all-round 
knowledge and an ability to handle complex machinery, 
equipment and high precision instruments. 

Shorter hours and more leisure time give citizens of our 
country who are engaged in useful work in the national economy 
greater opportunities to obtain a secondary or higher edu- 
cation without giving up work and to raise their qualifica- 
tions. This, in turn, offers greater opportunities to eradi- 
cate the considerable differences between mental and physi- 
cal work that still exist today. 

At the same time, a shorter working day increases the 
time that may be spent in cultural development, rest and 
recreation, sports activities and artistic pursuits. For 
this reason, reduction of working time will play an impor- 
tant role in the further all-round development of the mental 
and physical capabilities of the people, citizens of the com- 
munist society of tomorrow. 


Sa 


The change in the nature of work in the course of the 
transition to communism, together with the gradual reduc- 
tion of hours and the increase in leisure time, are the foun- 
dation for the further gradual conversion of work into a 
vital necessity for all members of society. 

The socialist economic system creates an objective pos- 
sibility and necessity for gradually reducing the working 
time of the population together with a simultaneous im- 
provement of their material well-being. As construction 
of the material and technical basis of communism develops, 
opportunities to reduce working time will steadily increase. 

Growth of the productivity of social labor is the chief 
prerequisite for reducing working time. There is the 
closest interdependence between the length of the working 
day and productivity, said Marx. The level that the pro- 
ductivity of social labor has reached in our country permits 
the transition to a shorter working day. This, in turn, isa 
prerequisite for a further rise in productivity and, hence, a 
still greater reduction of hours in the future. “Economy of 
working time is equivalent to increasing leisure, i.e., time 
for that full development of the individual which itself, in 
turn, as a great productive force, influences the productive 
force of labor.”* 

In conformity with the decisions of the 20th Party Con- 
gress, the gradual transfer of the Soviet Union’s industrial 
and office workers to a seven-hour day, and workers in the 
key occupations in the coal and ore mining industries em- 
ployed in underground work, to a six-hour day, was begun 
in 1956 and 1957. An important feature of this changeover 
to a shorter working day was that it went hand in hand with 
an adjustment of work quotas and wages. 

The first major step in this direction was made at the 
end of 1956 and the beginning of 1957 when workers and en- 
gineering-technical personnel employed in underground 
jobs in the mines of the Donets and Lvov-Volynia coal fields 
were transferred to a seven or six-hour day and a new 
scale of payment was introduced. As a result, in January 
1957 about 430,000 mine workers were on a shorter day; 
of these, more than 200,000 had been transferred to a six- 
hour day. At the end of 1957 the ore mines, mills and coke 
and chemical works of the iron and steel industry — with a 
staff of about 700,000 persons in all — went over toa 
shorter working day and a new wage scale. 

Then in 1958 and 1959, the non-ferrous metals, chemical 
and cement industries, plants manufacturing reinforced 
concrete materials and sections, and salt and ozocerite 
mines were transferred to a shorter working day and a new 
system of payment. 

At the present time arrangements are being made for the 
large-scale transfer of the machine building, metalworking, 
oil and gas industries of a seven or six-hour day, witha 
simultaneous adjustment of wages. 


* From unpublished manuscripts of Karl Marx in Bolshe- 
vik, 1939, No. 11-12, p. 65. 
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In a considerable number of economic regions many es- 
tablishments in these industries have already gone over to 
a shorter day. 

At the beginning of 1959, the first year of the seven-year 
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plan period, the average duration of the working day in So- 
viet industry was 7.7 hours. As compared with 1913, this 

was a reduction of 2.2 hours, and in some industries even 

more. This may be seen from the following table. 


Average Duration of the Working Day of Industrial Workers in the USSR 
in hours 


Average for all industries 
Including: 
power stations 
coal 
| iron and steel 
machine building and met- 
| alworking 
chemical 
| paper 
textile 
| leather and fur 
| boot and shoe 
food 


The transfer of all industrial and office workers to a 
seven-hour day, and workers in the key occupations em- 
ployed in underground jobs to a six-hour day, will be com- 
pleted in 1960. 

The Central Committee of the CPSU, the Council of Min- 
isters of the USSR and the All-Union Central Council of 
Trade Unions have deemed it necessary to complete the 
transfer to the seven or six-hour day in various branches 
of the economy and various economic regions of the coun- 
try in the following order: 

in industries in the North, Far East, Siberia, the Urals, 
the Kazakh Republic, Moscow and Moscow Region, Lenin- 
grad and Leningrad Region and Ivanovo Region the transfer 
will be made between the fourth quarter of 1959 and the 
fourth quarter of 1960; in the remaining economic regions, 
in the third and fourth quarters of 1960; 

at construction sites and in geological exploration jobs 
in regions of the North, Far East, Siberia, the Urals and 
the Kazakh Republic the transfer will be made in the sec- 
ond quarter of 1960, and in the other economic regions in 
the fourth quarter of 1960; 

in the transportation and communication services the 
transfer will take place between the fourth quarter of 1959 
and the fourth quarter of 1960; 

at state agricultural establishments it will be made dur- 
ing the fourth quarter of 1960; 

at research institutions and auxiliary organizations the 
transfer will take place between the second and fourth quar- 
ters of 1960; 

at establishments and organizations of the trade system, 
public catering, state procurements and material and tech- 
nical supplies system, at educational, public health and cul- 
tural establishments, and at establishments, organizations 
and institutions of the arts, the state apparatus and other 

non-productive enterprises, the transfer will be made in 
the third and fourth quarters of 1960. 


Adult Workers 
1913 1956 


Reduction between 
Beginning 1913 and 1959 


of 1959 


In this way the transfer of all industrial and office work- 
ers in our country to a shorter working day will be com- 
pleted during the first two years of the seven-year plan pe- 
riod. 

In 1962 everybody working a seven-hour day will be 
transferred, at the same time, to a 40-hour week, while 
workers in the key occupations in the coal and ore mining 
industries, who now have a six-hour day, will be switched 
to a 35-hour week by reducing by one hour the length of the : 
working day before days off and holidays. 

Finally, between 1964 and 1968 all industrial and office 
workers will gradually go over to a 30-35-hour week. In 
other words, persons employed in underground or other 
jobs injurious to the health will have a 30-hour week (five 
working days of six hours each with two full days off), 
while everybody else will work a 35-hour week (five days 
of seven hours each with two days off). 

Tentative estimates show that after introduction of the 
40-hour week in 1962 and the 30-35-hour week in 1964- 
1968 the average length of the working week in Soviet in- 
dustry will be from 22 to 24% less than in 1957. In differ- 
ent industries the change will be approximately the follow- - 
ing (see table on the following page). | 

The changeover to a shorter working day and shorter 4 
working week in 1959-1968 will be carried out, as in pre- _ 
vious years, not only without reducing wages but, on the — . 
contrary, under conditions leading to a considerable rise | 
in wages. In conformity with the target figures for the de- 
velopment of the national economy between 1959 and 1965, 
the real incomes of industrial and office workers will rise 
by 40% per working person during the seven-year plan pe- 
riod. This means that when working a 30-35-hour week at | 
the end of the seven-year plan period, the incomes of rer 


ing people will be about 76 to 80% higher per working ho 

than in 1958; in the case of the lower-paid categories th 

increase will be still higher since the minimum money 
‘ 


VOL. Il, NO. 12 


39 


Average Length of the Working Day in Soviet Industry 
in hours) 


Industry 


Coal 

Iron and steel 
Non-ferrous metals 
Oil extraction 

Oil refining 

Power stations 
Machine building 
Chemical 

Timber and paper 
Other industries 


earnings will go up from 270-350 rubles a month to 500- 
600 rubles a month. The adjustment of wages in the tran- 
Sition to the six and seven-hour day will itself bring the 
minimum earnings up to 400-450 rubles a month. This 
rapid rate of growth of the incomes of the working people 
with a simultaneous reduction in working time is striking 
evidence of the efforts made by the Communist Party for a 
Steady rise in the living standards of the population. 

As in previous years, a further rise in labor productivity 
continues to be an essential condition for reducing the work- 
ing day and week. In the current seven-year period, labor 
productivity per employed person will rise by 45-50% in 
industry, 60-65% in the building trades, and 34-37% on the 
railways. High rates of growth of labor productivity are 
also planned in agriculture. As a result, three-quarters of 
the increase in total output envisaged by the Seven-Year 
Plan will be obtained through higher labor productivity. 

However, with a reduction of the average working week 
from 44.3 hours to approximately 34.5 hours, output per 
hour has to rise still more. Calculations show that in those 
industries which will have gone over completely to the 30- 
35-hour week by 1965, output per hour must be raised by 
approximately 80 to 85%. 

The material foundation for the projected growth in la- 
bor productivity and the decline in working time will be the 
technological progress in all branches of the national econ- 
Omy stemming from the vigorous development of Soviet 
machine building, particularly machine tools and instru- 
ments, radio-electronics and electrical engineering. 

Introduction of a shorter working day in the textile and a 
number of other industries is now hampered by a shortage 
of reserves of productive capacities. However, large-scale 
reconstruction, partial expansion and modernization of the 
factories and mills in these industries will make it possi- 
ble in the near future not only to increase output but suc- 
cessfully to go over to a 41-hour week and then a 35-hour 
week, at the same time reducing and then completely elimi- 
nating night shifts. 

_ The Central Committee of the CPSU, the Council of Min- 
isters of the USSR and the All-Union Central Council of 
Trade Unions have drawn the attention of party, Soviet, 
economic and trade union organizations to the need for 
timely and thorough preparations by establishments for op- 
erating under the new conditions of a shorter working day, 
and for supervising these preparations in the localities, 
San in mind that production plans and targets for a 

cise in labor productivity must be observed unconditionally. 
_ Preparations for the transition should begin with an ana- 
lysis of how working time is used and an exposure of 
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1957 


1960 1962 1964-1968 


bottlenecks in the shops and sections. Drawing up a plan 
of organizational and technical measures to ensure a rise 
in labor productivity is a highly important stage in the 
preparations. The plan should contain the necessary calcu- 
lations and substantiation of the results to be yielded by 
such measure, 

In the preparation for the transition to a shorter working 
day and new wage scales, particular attention should be 
paid to the extensive introduction of technically justified 
work quotas. Work quotas that are out of date and be- 
hind the present level of technology and organization 
should be revised and replaced by technically-substantiated 
quotas. The conditions for doing so are being created by 
the simultaneous implementation of such important meas- 
ures as the shorter working day and the adjustment of 
wages. At the Vladimir Ilyich Factory in Moscow, for ex- 
ample, the share of technically-substantiated quotas rose, 
after the transition, from 20 to 65.1%, accompanied by a 
considerable rise in labor productivity. At the Krasny 
Iakor Plant in Gorky the introduction of a new wage scale 
at the time of the transition to shorter hours made it pos- 
sible to put more than 10,000 technically-substantiated 
quotas into effect in the main shops alone. This is 60% of 
the total number of quotas in effect at the plant. 

Preparations for a transition to a shorter working day 
must include a revision of the planned operating time of 
all types of equipment and determinationof the volume of 
output when maximum use is made of this equipment. This 
will enable the enterprise to establish where the production 
program can be fulfilled under the new conditions by bet- 
ter utilization of the existing plant and where additional 
machines and units will have to be installedor the number 
of shifts increased. 

In the course of preparations the question will have to 
be settled whether it is better for the entire establishment 
to shift to the new system at once or whether it should be 
done by shops and sections. The order in which shops and 
sections will be transferred to the shorter working day 
will depend upon working conditions, the system of work in 
the shops and sections, and the role which each shop and 
section plays in fulfilling the over-all output program of 
the establishment. 

Experience at establishments already on the seven-hour 
day shows that special attention should be devoted to im- 
proving the organization and servicing of work-places. It 
is advisable that all operations connected with providing 
the workers with materials, tools and blueprints, as well 
as the adjustment and minor repairs of machinery should 
be done outside of the regular working shifts. 


40 


Success in shifting to a shorter working day is insepa- 
rably linked up with improving the supply of materials and 
equipment to the enterprises. Experience shows that ir- 
regularities in the supply of raw materials and other ma- 
terials and late or incomplete delivery of equipment make 
themselves particularly felt under the shorter working day. 
The chief aim of the preparatory work should be to create 
the conditions for maintaining and then further raising the 
daily output of the workers. Only in that case will the re- 
duction of the total working time of the establishment as a 
whole, and of each worker in particular, not result in dis- 
ruption of fulfillment of the output programs. It should be 
borne in mind that preparatory work should begin in good 
time so that the staffs of the establishments will not only 
be able to bring reserves to light but also to carry out the 
organizational, technical and economic measures neces- 
sary to permit their utilization. A situation in which an es- 
tablishment receives instructions to shift to a shorter day 
shortly before the date set for the changeover is abnormal. 
What this leads to may be seen from the example of the 
Krasnyi Proletarii Printing Plant in Moscow. It received 
instructions to go over to a seven-hour day 13 days before 
the date set for the switch. Naturally, the printing plant 
staff was unable to carry out the required organizational 
and technical measures in two weeks. Asa result, for a 
period of three to four months after the changeover the 
daily output of the workers was 5-6% lower than when the 
eight-hour day had been in force. 

A point to be noted is that up until recently many econom- 
ic councils — those in which the machine building, metal- 
working, light, food and other industries predominate — had 
to deal with the changeover of only individual factories and 
mills to the new system, those making the change by way 
of experiment. The mass transfer of all personnel em- 
ployed in industry, construction and the transportation ser- 
vices to a seven or six-hour day during 1960 will demand 
that much more attention be paid to this important matter. 

In his report to the 21st Party Congress, comrade 
Khrushchev pointed out that the Seven-Year Plan had been 
drafted with a view to its fulfillment without over-strain, 
which provides favorable conditions in which to improve 
the utilization of equipment and manpower, eliminate idle 
working time, and ensure the more rhythmical operation of 
industrial enterprises. AIl this is of great importance for 
the further successful reduction of the working day and the 
working week. It considerably lessens the possibility of 
disproportions arising in the output of allied establish- 
ments and industries. that go over to the new system at dif- 
ferent times. 

The reduction in the total of working time that results 
from the transition to a shorter working day can be com- 
pensated for, as is known, by an additional increase in per- 
hour output or by increasing the number of workers em- 
ployed in bottleneck sections where the daily output level 
cannot, for one or another reason, be maintained under the 
shorter working day. As the experience of the years 1956 
to 1958 shows, ways and means of maintaining and subse- 
quently increasing the workers’ daily output when shifting 
to shorter hours are determined by the specific conditions 
of the given factory or industry, in particular, by the ex- 
istence of reserve productive capacities, the nature of pro- 
duction, its technology, and also the organizational work 
done preparatory to the changeover and the mobilization of 
existing reserves for raising labor productivity. 

The greatest difficulties in this respect are encountered 
at establishments with limited reserves of productive ca- 
pacities, and also at sections where production is continu- 
ous or follows a definite rhythm (continuous-flow lines, 
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conveyor lines, etc.), particularly in the iron and steel, 
non-ferrous metals, machine building and chemical indus- 
tries. However, the experience of 1956-1958 shows that 
here, too, there are conSiderable opportunities for reduc- 
ing additional manpower requirements both by putting 
through organizational and technical measures, as well as 
by improving the distribution and utilization of the existing 
manpower at enterprises. 

The decision of the Central Committee of the CPSU, the 
Council of Ministers of the USSR and the All-Union Central 
Council of Trade Unions notes that special attention should 
be paid to introducing new industrial techniques, to mecha- 
nizing production processes, to specialization and co- 
operation of production, to assuring the smooth operation 
of establishments, reducing losses of working time, and 
improving the organization of labor. These measures 
make it possible to compensate for the reduction of the 
working day by an increase in labor productivity without 
taking on additional workers. 

It should be noted that at enterprises in a number of in- 
dustries there were substantial shortcomings during the 
initial period of preparations for switching to the Seven or 
six-hour day in 1956 and 1957. In many cases the planning 
of the transfer amounted, in effect, to nothing more than 
selecting a new system of work for the shops and sections, 
and determining how many additional workers were needed 
so that the transfer should not disrupt fulfillment of the 
output program. Internal production reserves were often 
neglected. 

The result was that in some cases the additional man- 
power requirements of enterprises were estimated to be 
greater than actually necessary. For instance, it was orig; 
inally estimated that the Azovstal mill would need another 
700 workers, and the Stalinogorsk Chemical Works anothen 
179, in order to go over to shorter hours. But the first 
few months of preparation for the transfer at these enter- 
prises showed that the above estimates could be cut con- 
siderably by drafting and introducing appropriate technicail 
organization and economic measures. The outcome was 
that the additional manpower requirements of the Azovstal| 
mill were reduced to 472 workers, or by 32.5%, and those 
of the Stalinogorsk Chemical Works by more than 70%. 

After thorough organizational and technical preparations: 
the originally planned additional manpower requirements _ 
of the Magnitogorsk Iron and Steel Works were cut by 60%, 
of the Zaporozhstal mill by 61%, and of the Krovoi Rog 
Iron and Steel Works by 69%. 

The discovery of substantial unutilized production re- 
serves, resulting partly from the disorder in wages and 
output quotas, enabled most of the enterprises that went 
over to shorter hours in 1956-1958 to do so without any 
particular strain and to fulfill their output programs at the 
same time. For example, it was largely thanks to better 
organization of production and labor and the reduction of 
losses during the changeover to shorter hours in the mines 
of the Donets coal fields that the average hourly output of ° 
coalface workers increased by more than 25 to 28% in the 2 
course of several months, and by more than 10 to 12% in 
the case of the other underground workers, whereas the — 
output of workers engaged in extraction had risen by 
Slightly more than 11% over the previous six years. 

A study of seven enterprises of the Moscow City Eco- 
nomic Council (Watch Factory No. 2, the Manometer Fac- 
tory, the Presnia Engineering Works, the Kapranov Shoe _ 
Factory and others) which have gone over to a shorter 
working day during the past two years shows that their ouw 
put increased by an average of 5.4% in the first three 
months of working under the new system, while monthly ~ 
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abor productivity rose by 5.6%, with a reduction in the 
umber of workers. 

Completion of the transition to the seven and six-hour 
lay during 1960 will also require thorough preparations to 
uttain the goal set by the 21st Party Congress, namely, to 
make the USSR the country with the world’s shortest work- 
ing day and shortest working week. It should be noted that 
fhe transition to the 30-35-hour week in 1964-1968 will dif- 
fer in a number of ways from the changeover now being 
made to the 36-41-hour week. 

The switch from the 46-hour to the 41-hour week in 
1956-1958 meant reducing the sum total of working time 
ser working person by 10.9% ( *+42°° =89.1%), which ne- 
cessitated an additional rise of 12.2% in the hourly output 
of the workers (#23*% = 112.2%). 

But in shifting from the 40-hour to the 35-hour week the 
sum total of working time per working person decreases 
py 12.5% ( *1°° = 87.5%). This will necessitate an addi- 
tional rise of 14.3% in the hourly output of the workers 
( 40x 100 = 114.3%). We thus see that the additional increase 
in the hourly output of the workers, when going over toa 
35-hour week in 1964-1968, will have to amount to 14.3% 
compared to 12.2% when changing over to the 41-hour week 
in 1956-1958. 

Furthermore, it should be remembered that the actual 
average length of the working day at industrial enterprises 
was, aS a rule, less than eight hours even without counting 
loss of time during shifts. This is explained by the fact 
that even before the changeover certain categories of 
workers had a working day shorter than eight or seven 
hours (workers employed in jobs injurious to the health, 
minors, etc.). Moreover, as laid down by law, night shifts 
lasted seven hours. As a rule, therefore, enterprises had 
to increase the hourly output of workers not by 12.2% but 


by a slightly smaller figure in order to fulfill the produc- 
tion programs when working the shorter day. For exam- 
ple, at the Manometer Factory in Moscow the increase had 
to be only 9.2%, and at the Automobile and Tractor Parts 
Factory in Kuibyshev only 4-5%. 

The specific features of the forthcoming transition to the 
30-35-hour week require that enterprises and economic 
councils make efficient preparations well ahead of time. 
Technological progress and further improvement of the or- 
ganization of production and labor will be particularly im- 
portant. 

There is no doubt that a much higher standard of plan- 
ning will be needed in carrying out such an important 
measure as the transition to a shorter working week. 
When industrial enterprises shifted to a seven-hour day in 
1956-1958 the transition was not, as a rule, made a part 
of the yearly plans of the enterprises. The organizational 
and technical measures that were carried out were there- 
fore supplementary to those provided for in the yearly 
plans; moreover, they were frequently carried out only two 
or three months before the transition. 

The specific features of the transition to the 30-35- 
hour week in 1964-1968 will obviously require that the 
transition itself, and all the organizational and technical 
measures connected with it, should be included in the cur- 
rent plans of the enterprises. In our opinion, this will 
considerably raise the quality of preparations for shifting 
to a shorter working week, making them more purposeful, 
enabling better account to be taken of the enterprise’s re- 
serves for increasing labor productivity, and utilizing 
them to the maximum in order to fulfill the output pro- 
gram at the same time as reducing the total of working 
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I. Pisarev: 


PROBLEMS OF ECONOMICS 


Sotsialisticheskii Trud - Socialist Labor - No. 11, 1959 


The Use of Social Funds in Public Consumption 


A characteristic feature of consumption under socialism 
is the fact that a considerable and ever-increasing portion 
of material and cultural goods are distributed through such 
forms as pensions, living allowances to students, grants- 
in-aid to husbandless mothers and mothers of large fami- 
lies, appropriations for the construction and maintenance 
of housing, schools, hospitals, day nurseries and kinder- 
gartens, boarding schools, and cultural institutions. The 
increase in the share of these social forms of consumption 
is an important prerequisite for the gradual transition to 
the communist principle of distribution. 

The rapid increase in the living standard of the working 
people and the qualitative changes in the utilization of these 
social funds during the period of all-out building of commu- 
nism present the planning agencies with the pressing prac- 
tical problem of the scientific organization of national con- 
sumption. During this period, the most favorable material 
prerequisites are being created for a scientific organiza- 
tion of the entire economics of consumption on the basis of 
the progress made in socialist production. 

In the USSR and in other socialist countries, a new sci- 
ence, the science of public consumption, the economics of 
the people’s consumption, is developing out of the day-to- 
day practice of economic planning. Whereas it is an inte- 
gral part of labor economics, it is also intimately related 
to demography. The common theoretical basis of these 
sciences is the political economy of socialism. The sci- 
ence of public consumption also involves sanitation, hy- 
giene, nutritional physiology, and other branches of medi- 
cine. 

In his speech at the First Congress of National Econom- 
ic Councils held in May, 1918, Lenin noted: “Only social- 
ism makes it possible to widely disseminate and properly 
to subordinate the social production and distribution of 
products on a scientific basis with respect to how to render 
the life of all working epople easier and to provide them 
with the possibility of well-being. Only socialism can 
carry this out.” (1) 

Under socialism, social production is organized on a sci- 
entific basis in accordance with the requirements of the 
basic economic law and the law of planned (proportional) 
development of the national economy. National economic 
plans serve as a device for the scientific organization of 
production. Public consumption is also organized on a sci- 
entific basis. The distribution of material goods, as a con- 
necting link between production and consumption, is subor- 
dinated to the task of building a communist society. An 
increase in the living standard of the working people be- 
comes one of the most important aspects of economic plan- 
ning. Expenditures for social and cultural measures repre- 
sent about one-third of all expenditures in the state budget 
and the bulk of expenditures in the budgets of the trade 
unions. However, the plan and the budget must rest upon 
scientific calculations in order to look forward into the fu- 
ture. This is the concern of the economics of public con- 
sumption. In our opinion, this should have three component 
parts: 

(1) family economics and household life, standards of 


consumption by the family of items of personal consump- 
tion in accordance with the level of income; 

(2) the living standard of the working class and the col- 
lective farm peasantry by groups of families; 

(3) the people’s consumption as a factor in expanded so- 
cialist reproduction; incomes and consumption as they bal- 
ance out. 

Each of these divisions represents an investigation of 
the actual situation existing and calculations for the future. 
The development of the people’s consumption requires, 
in addition to current expenditures, a certain level of capi- 

tal investments for the creation and expansion of the so- 
cial components in consumption. It is essential that all ex- 
penditures be based upon the principle of the most effi- 
cient investments of material and monetary funds for the 
purpose of increasing the well-being of the people. It is 
necessary to seek optimum variants. Calculations on the 
basis of theoretically valid assumptions and a balanced 
matching of available resources and consumption consti- 
tute the method of the economics of public consumption. 
2k OK 

Under socialism, as under capitalism, the social prod- 
uct and the national income are created by personnel in the 
sphere of material production. However, under socialism | 
the entire social product and the entire income of society 
belong to the working people, whereas under capitalism tha 
owners of means of production, the exploiting classes, ap-. 
propriate the bulk of the national income. 

The working population of socialist society is engaged im 
two spheres — the sphere of material production and the 
unproductive sphere. The labor applied in both spheres is: 
socially useful labor. However, only the labor of those en- 
gaged in the sphere of material production may be deemed! 
productive labor in the economic sense; it is only their la- 
bor that creates the social product and thenational incomes 
The development of material production, and in the first 
place the production of means of production, is of funda- 
mental and decisive significance for the building of a new 
society. We know that the value of the total social produci! 
is P=c+v+m. The portion c represents the value of means 
of production transferred to the product as a result of thei 
expenditure in producing the social product. The portions} 
v and m represent the value newly created by labor in the : 
sphere of material production. This portion of the social 
product constitutes the income of society, the people’s or . 
national income. In terms of its natural components, the — 
social product is composed of means of production and 
consumer goods. 

The national income produced is broken down aS a re- — 
sult of primary distribution into the incomes of persons e 
gaged in material production, and the income of state and 
cooperative enterprises (including collective farms). Pri 
mary distribution is employed to set up: a fund for satis- 
faction of social needs and a fund for the satisfaction of: 
personal needs of individuals engaged in material produc- 
tion. The second fund includes material goods placed ai 
the disposal of personnel in the sphere of material prod 
tion as the result of payment for their labor (wages, th 
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payment for labor in the collective farms) in accordance 
Pe the economic principle of payment in accordance with 
abor. 

The first fund is divided into three funds: 

(1) An accumulation fund (the increase in fixed capital, 
the increase in circulating capital in the form of material 
goods and reserve supplies in state and cooperative organi- 
zations, including collective farms). 

(2) The fund for satisfying the personal requirements of 
individuals in the unproductive sphere (it is from this 
source that personnel in government administration, the 
military, the staffs of educational institutions, medical per - 
sonnel and the like are paid, in accordance with the eco- 
nomic principle of payment for labor contributed). 

(3) The social fund for consumption of tangible material 
goods. The goods in this fund are distributed through 
grants-in-aid to students, pensions, assistance to husband- 
less mothers and mothers of large families, and other bene- 
fits and payments, as well as in the form of grants-in-kind. 
This same fund includes current “consumption” (the annual 
depreciation) of buildings, structures, technological equip- 
ment, etc., designed for the joint satisfaction of needs 
(schools, sanitary installations, etc.). 

The material goods constituting the social fund are dis- 
tributed primarily in accordance with needs, but pensions 
also serve as a form of distributing material goods in ac- 
cordance with the nature of past labor, whereas stipends, 
to the degree that they are granted as a system of rewards, 
depend to a certain extent on the labor expended. Grants to 
husbandless mothers or those having large families are 
based on the needs of the family. It is important to take in- 
to consideration that grants and payments out of the social 
fund are established, at the present stage of the building of 
communism, not in accordance with need, but as a result of 
need. This distribution of material goods represents a cer- 
tain degree of approach to communist distribution in ac- 
cordance with needs, but is not identical with it. 

Along with the consumption of material tangible goods, 
consideration must also be given to the consumption of serv- 
ices which are material in nature but are not tangible. A 
service is not a product in tangible form, but, in the connec- 
tion in which we are examining it, it is an activity directed 
to raising family living standards. The principle of distri- 
bution in accordance with needs is realized to the highest 
degree in the distribution of free services by the govern- 
ment (for example, in the education of children and in medi- 
cal care). Here we encounter the highest degree of ap- 
proximation to the communist principle of distribution in 
accordance with needs. Although services do not fall into 
the scope of national income, their original source is the na- 
tional income. Free services to the population are ex- 
tended by the personnel of children’s institutions, teachers, 
doctors, and other persons. The major source of their sal- 
aries is the fund for the satisfaction of social needs formed 
as a result of the primary distribution of the national in- 
come. The significance of services in living standards is 
quite substantial. They very definitely and tengibly in- 
crease the living standards of working class families. 

_ Thus, the social consumption fund includes, in the broad- 
er sense, goods in material form created by labor in the 
sphere of material production, and benefits in the form of 
services created in the unproductive sphere. Unlike serv- 
* material goods in tangible form are capable of being 
accumulated. 

We have already spoken of the accumulation fund in the 
socialized economy. It must be borne in mind that the 
wages of personnel in the sphere of material production 
ain the unproductive sphere and the monetary incomes 
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of collective farmers are not entirely expended on the pur- 
chase and consumption of products during the same year in 
which they are received. A portion of this income is spent 
for services (seeing the movies, theatre, passenger trans- 
portation, etc.). A portion goes into individual accumula- 
tion funds — the building of homes, the accumulation of 
consumer durable goods, a growth in savings, etc. On the 
other hand, the goods consumed ina given year come not 
only from the national income of that year but also from 
social and individual accumulation funds. 

After consideration of the foregoing, the composition of 
the individual consumption fund and the social consumption 
fund may be represented, schematically, as follows. 

(1) Individual consumption fund: 

(a) consumer goods included in the national income 
of the given year; 

(b) consumer goods drawn from the individual ac- 
cumulation fund, equal to the annual depreciation (annual 
consumption); 

(c) paid and partly paid services (equal to the paid 
portion alone). 

(2) The social consumption fund: 

(a) consumer goods included in the national income 
of the given year; 

(b) consumer goods drawn from the social accumula- 
tion fund, equal to the annual depreciation (annual consump- 
tion); 

(c) free and discount services. 

There exists an objective foundation for the formation of 
the individual consumption fund and the social consumption 
fund. The individual consumption fund is based, as we 
have noted, on the principle of payment in accordance with 
work. The social consumption fund, in the first place, sat- 
isfies such requirements as are typical of socialist so- 
ciety as a whole, but which cannot be satisfied out of indi- 
vidual incomes, i.e., out of wages. Thus, for example, the 
need for housing is a social need. The state provides 
apartments to working people, and the payment for the use 
of these apartments does not even cover depreciation 
charges. The same situation holds for other material 
items — sanatoria, rest homes, hospitals, clinics, chil- 
dren’s institutions, and schools. All of them come out of 
social consumption funds consisting of material goods in 
tangible form. The utilization of material goods and serv- 
ices in these institutions may either be free, or paid for 
frequently on a discount basis. 

The social fund satisfies the needs related to the mate- 
rial support and the upbringing of generations not yet par- 
ticipating in social production (for example, family grants 
to large families), and also material benefits to genera- 
tions that have ceased to participate in the production ef- 
forts of society (pensions). This same fund satisfies the 
needs for maintenance of the health of working people (med- 
ical aid). The principles of formation of the social con- 
sumption fund carry the imprint of the high morality of the 
new society, the imprint of a high humanism and mutual 
aid by the members of society. 

The forms of distribution of the national income, the 
scale and degree of utilization of social consumption funds 
in the interests of the working people, have a direct effect 
on the living standard of the population. 

With respect to the conditions of a capitalist economy, 
the concept “living standard” represents that combination 
of material and cultural goods which the working class has 
succeeded in winning from the exploiting classes. Ex- 
treme instability and lack of confidence in the morrow are 
characteristics of the social conditions under which work- 
ers and peasants live in the capitalist countries. A striking 
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picture of the sufferings and distress of the proletariat in 
the United States was drawn by speakers (very far from be- 
ing communists and even hostile to them) at the one-day 
conference on unemployment held on April 8, 1959. For 
example, Senator Paul Douglas stated: “What barbarism it 
is to permit people to starve when our warehouses are 
bursting with foodstuffs!” According to data presented at 
this conference, there were about 5 million unemployed in 
the United States in April, 1959 (not counting those who 
were employed less than a full week). 

As applied to the conditions of a socialist economy, the 
concept “living standard” pertains to the level of material 
well-being and cultural advancement attained by the work- 
ing people. Under socialism, the living standard of the 
working people is secure. The worker is not threatened 
with unemployment, poverty and pauperism in case of ill- 
ness or when he grows old, as the state aids him and his 
family through the system of social insurance and mainte- 
nance. The ever more complete satisfaction of the materi- 
al and cultural needs of the working people, based upon the 
rise in the productivity of social labor, is a characteristic 
of the living standards of the peoples of the socialist coun- 
tries. 

Man is a part of nature, but his requirements are social- 
ly conditioned and recognized. They develop among work- 
ing people in the course of their work and social relations. 
It is only labor that makes man’s existence fully valuable 
and harmonious. Socialism abolishes the exploiting classes 
and their anti-social needs, and opens up the broadest pos- 
sibilities to the working people for free labor for the good 
of society. 

Under capitalism an irreconcilable and antagonistic con- 
tradiction exists between consumption and production, due 
to the operation of the law of surplus value. The needs of 


the working people are not and cannot be satisfied. Accord- 


ing to the understated calculations of the bourgeois econo- 
mist Hauthacker, published in Econometrics in October 
1957, the degree to which the working people’s need for 
food was not met rose by 11.5% in the fifty years from 1901 
to 1950. 

Under socialism a new relationship is established be- 
tween production and consumption. The most complete sat- 
isfaction of the rational material and cultural require- 
ments of the working people is the determining motive of 
production. However, as the increase in requirements pro- 
ceeds more rapidly than does the growth of production, 
while needs taken in their totality are satisfied incomplete- 
ly, a contradiction between production and consumption re- 
mains, although the nature of this contradiction undergoes 
a fundamental change; it becomes non-antagonistic. Gradu- 
ally, with the development of the forces of production, so- 
cialist society fully satisfies an ever-increasing number of 
needs, starting with the most pressing — food, housing, 
clothing and footwear, upbringing of children and medical 
aid. The growth of people’s needs never ceases. New So- 
cial needs will always develop, particularly in the spheres 
of culture and science. However, the development of the 
forces of production also never stops. Society, in the not- 
too-distant future, will create, onthe basis of the growth in 
the forces of production, material resources adequate to 
Satisfy the growing requirements of its members at a very 
high level indeed, but the possibility of completely satisfy- 
ing them will come into being only under communism. 

It is clear from the foregoing that one cannot hold that 
living standards are completely determined by the national 
income of any given year. Of considerable importance to 
living standards is the accumulated national income em- 
bodied in the national wealth, representing the totality of 
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the tangible conditions for material well-being of the work- 
ing people. Specifically, the national wealth includes those 
social funds for the joint satisfaction of needs which are 
consumed by the population annually, and which are in- 
creasingly added to from the national income each year. 

Of considerable significance is the property accumulated 
by the population itself. We have in mind such things as 
cooperative apartment houses, collective orchards, as well 
as furniture, clothing and other consumer durable goods. 

The living standard in the socialist countries is of a 
higher social type than that in the capitalist countries, inas- 
much as the exploitation of man by man has been elimi- 
nated in the socialist countries, stability of living condi- 
tions has been achieved, and improvement therein is con- 
tinuous. However, thisdoes not mean that certain factors, 
such as living conditions, may not be superior in some 
capitalist countries up to a given time. Having in mind the 
fundamental and decisive advantage of the living conditions 
of the working people in the socialist countries over those 
in the capitalist countries stated above, one may suggest 
some of the most important indices required for a more 
specific, categorized description of living standards of the 
working people in socialist and capitalist countries. These 
indices may be divided into five groups: 

(1) social conditions of labor, and, specifically, the 
length of the working day; 

(2) real incomes, real wages and other forms of income 
(pensions, grants-in-aid to students, etc.); 

(3) consumption of tangible material goods such as food,, 
clothing, shoes, other personal consumption items, hous- 
ing and service facilities; 

(4) utilization of cultural goods and satisfaction of spiri- | 
tual needs, the upbringing of children, schools, education, 
professional training, science, art, etc.; 

(5) health, longevity, the reproduction of the generations 
of working people. 

These indices are suitable for international comparisons 
but in performing such comparisons we must proceed fronz 
a fundamental criterion: the fact of the basic superiority 
of the socialist governmental and social structure over 
that of the capitalist governmental and social structure. 
These advantages are expressed in the social conditions of} 
labor and in the entire way of life of the working people. 

In particular, only under socialism are broad prospects 
for the acquisition of scientific and cultural knowledge and: 
their creative advancement available to the working peoples 
In a comparative study of the living standards of the work-: 
ing people in socialist and capitalist countries, this im- 
portant fact cannot be ignored. 

In the USSR and in the other socialist countries the so- 
cial consumption fund plays a most important role in de- 
termining living standards. As a result of the establish- 
ment and expansion of this fund, we have now basically 
solved the problems of maintenance in old age, free medi-- 
cal care, public education and the training of personnel. 
The housing problem, the problem of liberating women 
from housework, which produces so little, and the prob-- 
lems of the social upbringing of rising generations will be: 
solved in the USSR in the years immediately ahead. ) 

We distinguish between two concepts of living standard: | 
that which has been attained, i.e., the real, and that which | 
is envisaged, that is, a hypothetical, planned, prospective _ 
living standard. The elaboration of a scientifically -founde 
hypothetical living standard is one of the most important 
problems confronting the science of public consumption. 
All calculations pertaining to this subject are designed fo 
copaent in the elaboration of the national economic 
plans. 
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A scientific approach to the study of consumption abso- 
lutely excludes the undifferentiated “average” approach as 
inherently invalid. The method of indiscriminate averages 
is not a scientific method. In his work The Agrarian Ques- 
tion and the Critique of Karl Marx Lenin wrote: “These _ 
data affirm and reaffirm how invalid are indiscriminate 
references, and how false are all calculations of income 
that ignore differences in living standards.” (2) Lenin’s 
point retains fundamental methodological significance under 
our conditions as well. The science of public consumption 
faces the problem of a differentiated study of the level of 
consumption based on groups of families of workers, office 
personnel, and collective farmers. In the majority of 
cases the basis of the grouping should be the joint income 
of the family unit per member of the family, or per con- 
suming unit. (3) 

The basic source of income in all families of workers 
and office personnel (except those of pensioners) consists 
of wages. The incomes of all these families are identical 
in the social sense in that they are based on labor. Differ- 
entiation of family incomes is determined essentially by 
differences in wages and differences in the composition of 
the family. A study of actual data on this matter enables 
one to eStablish the following regularities as typical of our 
economy: 

(a) the differentiation of workers and office personnel 
by wage levels is greater than the differentiation of work- 
ers’ and office personnel families by total family incomes; 

(b) a major factor in reducing differentials as we move 
from the wages of individual workers and office personnel 
to the total incomes of their families consists of the so- 
cial and cultural measures of the Soviet government and 
expenditures from the social consumption fund; 

(c) the direction of development is toward reducing dif- 
ferentials both with respect to the wage levels of working 
people and in terms of total family incomes of workers and 
office personnel, with the latter process proceeding more 
rapidly than the former. 

These are specific regularities of the socialist economy. 
Under capitalism there are enormous differences in in- 
come levels, and what is more, the gap separating the 
class of exploiters and the working class is becoming ever 
greater. 

A study of materials pertaining to the living standards 
achieved by working class families is one of the most im- 
portant factors in the calculation of standards for personal 
consumption. Here and hereafter, the term “consumption 
standard” will be understood not in terms of a rigid ra- 
tioned amount as was the case when we had ration cards, 
but in the sense of a computed characterization of actual 
consumption, and in the sense of a desirable level to be at- 
tained in the course of fulfilling the national economic 

lans. 
‘ The development and validation of long-range family con- 
sumption standards for foodstuffs and industrial commodi- 
ties is an extremely important part of consumption eco- 
nomics. The experience accumulated in planning the econ- 
»my has made clear the need for establishing two interre- 
lated types of long-range standards, to wit: a standard 
representing the complete satisfaction of family needs, 
and a standard of adequacy attainable under conditions 
when there are still some material shortages that remain 
oO be overcome. In the development of both types of con- 
sumption standards it is necessary to take as the point of 
Jeparture the fact that a gradual socialization of house- 
hold living will develop hand in hand with the all-out build- 
ing of a communist society. The standards of complete 
satisfaction of needs will serve as a point of orientation 
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and a benchmark in developing all hypotheses concerning 
the increase in public consumption. Specifically, they will 
assist in developing standards of adequacy as approxima- 
tions, within certain limits, to the complete satisfaction of 
needs. The situation is not to be understood as one in which 
standards of adequacy will first be realized, and then, after 
a given period of time, standards of abundance will be met. 
In reality, the process is a more complex one. Thus, the 
need for breadstuffs is today met in full, something that we 
cannot say of fruits,forexample. Standards of complete 
satisfaction of human food requirements have been developed 
by the Institute of Nutritition of the Academy of Medical Sci- 
ences of the USSR. The Trade Research Institute also has 
draft standards of complete satisfaction of requirements 
with respect to clothing, footwear, etc. Both sets of stand- 
ards will undergo correction on the basis of new scientific 
data. The Institute of Labor is elaborating the problem of 
the long-range family budget in its entirety, i.e., with con- 
sideration of total incomes and expenditures for all items. 
The objectives of the Seven-Year Plan for a number of 
foodstuffs and manufactured items are not based on stand- 
ards of complete satisfaction of needs, but on somewhat low- 
er standards, inasmuch as material limitations will not 
make it possible to attain the level of abundance by 1965. In 
calculating the standards of consumption of consumer dura- 
ble goods, it is necessary to establish reasonable dimen- 
sions of family holdings of such consumer items (that is, in 
the clothes closet and other property constituting the family 
inventory), and further, it is necessary to establish rates of 
wear and tear of consumer durable goods year by year. The 
quotient arrived at by dividing the former of these magni- 


tudes by the latter will constitute the standard for annual 


purchases, which, expressed in money with proper consid- 
eration of current price levels, will enter the family expen- 
diture budget. 

RAR 

Fulfillment of the Seven-Year Plan for the development 
of the national economy will substantially improve the popu- 
lation’s food supply, particularly in products such as milk, 
butter, meat, sugar, vegetables and fruits. Soviet people 
will be adequately supplied with good-quality and attractive 
clothing and footwear. There will be a substantial expansion 
in the production of furniture, household equipment and ma- 
chinery, commodities in the field of culture, and children’s 
wear. A vast program of housing construction will be car- 
ried out, and this will create the basis for a fundamental 
improvement in household living conditions. The real in- 
comes of workers and office personnel per capita and the 
real incomes of collective farmers will rise by 40%. The 
wages of workers and office personnel will be adjusted in 
all branches of the economy. The wages of the low and 
medium-paid workers and office personnel will rise more 
rapidly, and the spread in wages between the low and medi- 
um-paid personnel on the one hand, and the highly -paid peo- 
ple on the other, will diminish as a result. In about five 
years after 1965, the USSR will exceed the level of produc- 
tion of the United States per head of population, and this 
will assure the world’s highest living standard. The growth 
in the wages of low-paid workers and office personnel will 
proceed not only as a result of direct increases in pay for 
the labor of persons of given skills, but also as the result 
of changes in skill, changes in the nature of labor due to all- 
round mechanization, improvement in skill and the conse- 
quent improvement in labor productivity. ; 

Low-paid labor is labor of low productivity for the most 
part. By way of example, let us consider data on 87 enter- 
prises in the cotton textile industry collected by A. F. Ko- 
khova, a research associate at the Labor Research Institute. 
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These enterprises had 8,500 persons with relatively low 
wages (as compared to other trades) in 1958. 

A study of the question showed that upon the introduction 
of all-round mechanization, 6,000 of these 8,500 people 
could be transferredto other, more highly-paid jobs. The 
number of spool strippers could be reduced by three- 
fourths, the number of cleaning women by half, the number 
of unbleached-goods cleaners by two-thirds, the number of 
yarn receivers by half, the number of heald stitchers by 
half, the number of goods straighteners by four-fifths, the 
number of dye and materials weighers by 30%, the number 
of unbleached goods inspectors by 15%. There would be no 
fabric checkers, no persons engaged solely in calling loom 
operators, no goods sizers, no sewers, folders or label 
pasters. 

If we make matters clearer by employing unity to repre- 
sent the wage spread in 1957, we will get the following pic- 
ture of the decline in differentials in wages and total in- 
comes in 1965 (hypothetical calculations of Labor Research 


Institute): 
1.0 0.67 
0.9 0.64 


These figures show that income differentials are smaller 
than wage differentials in our country. This stems from 
the fact that there is a second earner in the family and al- 
so because the socialand cultural measures of the Soviet 
government and the trade unions tend to reduce differen- 
tiation in incomes. 

The rise in the real earnings of workers and office per- 
sonnel during the Seven-Year Plan will be due not only toa 
growth in money income but also to price reductions, pri- 

. marily in public catering. 

During the current Seven-Year Plan the utilization of so- 
cial funds for satisfaction of needs will take on new organi- 
zational forms. The role of social organizations will in- 
crease sharply. In trade, public catering, and personal 
services, the latest in technology will be introduced, and 
small handicraft enterprises will gradually yield place to 
larger ones having good equipment and a broad network of 
pickup and delivery stations and branches. These two fea- 
tures will be particularly pronounced in the development of 
the public catering industry. The majority of workers, of- 
fice personnel and students will be provided with restau- 
rant-prepared food. 

Public catering will take on a new organizational form 
during the current Seven-Year Plan. The specific direc- 
tions in which it will develop during the years immediately 
ahead have been defined in the resolution of the CC CPSU 
and the Council of Ministers of the USSR, “The Further De- 
velopment and Improvement of Public Catering.” The reso- 
lution, published February 28, 1959, notes that it is desira- 
ble to convert public catering places to the use of semi- 
finished materials to be prepared in specially organized 
shops, factory kitchens, or at enterprises of the meat-and- 
dairy and foodstuffs industries. Let us call these supply 
factories. In the years immediately ahead, the most impor- 
tant link in the entire system of public catering will be- 
come the large-scale supply factory, with equipment repre- 
senting the last word in technology. 

The resolution of the CC CPSU and of the Council of Min- 
isters of the USSR notes that local party, government and 


Wages 
Total income 
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trade union organizations are required to maintain daily 
monitoring of the work of public catering places, and to 
take prompt steps to eliminate shortcomings in their op- 
erations and to achieve improvements in service to the 
customer. It may be stated without exaggeration that, 
where this is properly organized, public monitoring will 
play a decisive role in improving the quality of the prod- 
ucts of public catering enterprises, as well as in improv- 
ing service. 

We know that about 15 million apartments are to be built 
in the coming seven years out of state capital investments 
and the people’s savings, assisted by government credit. 

In rural areas, the collective farmers and rural intellec- 
tuals are expected to build about 7 million homes. Eco- 
nomical and well-designed apartments, each to serve a 
single family, will be erected in both town and country. 

Boarding institutions, and specifically homes for the 
aged, will undergo a substantial expansion during the cur- 
rent Seven-Year Plan, and this, taken together with the 
construction of new apartments, will also improve living 
conditions. 

In March, 1959, the CC CPSU and the Council of Minis- 
ters-of the USSR adopted a resolution on measures to im- 
prove household services to the population. This resolu- 
tion, adopted by way of realizing the decisions of the 21st 
Congress of the CPSU, defines steps to be taken by govern- 
ment and public agencies in the near future in an exceed- 
ingly important sphere. The resolution notes that the lev- 
el of household services currently available lags substan- 
tially behind the people’s growing demand. This lag has to 
be done away with in the briefest possible time. 

We proceed from the desirability of developing a variety | 
of services and children’s institutions at the places where 
their parents work, as well as a territorial network near 
the residences of workers and office personnel. We be- 
lieve that, in addition to satisfying the demands of individ- . 
ual families for various types of household equipment that 
will ease the housewife’s work, the Seven-Year Plan should 
see a considerable expansion of enterprises equipped with 
the most productive machines for collective use. Simple 
calculations show that this is the more efficient procedure :} 
from the point of view of the national economy, as ma- 
chines for collective use will be fully employed, unlike ma- 
chines for individual use. Soviet “service” in the sphere 
of household needs must be raised to the highest possible 
level. All the material prerequisites for the solution of 
this problem are available or can readily be created. Un-- 
til recently, the organizational side of this matter was its 
weakest aspect. The local Soviets and trade unions had 
done little to involve the population in organization of the 
necessary household services. ; 

Service enterprises are exceedingly varied in type, but 
they all serve a single purpose — improvement in living 
conditions, The workers and office personnel populating af 
given housing area are the persons most interestedin 
achieving this. This interest should serve as the basis for: 
their active participation in the solution of household serv~’ 
ice problems. It is desirable that elective commissions 
(or committees) on household affairs be set up in order to) 
monitor the functioning of all neighborhood enterprises < | 
serving the day-to-day needs of the residents of a given ] | 
housing project. These committees will be agencies for — 
providing practical assistance to the local Soviets and _ 
trade union organizations in their work to improve the liv 
ing conditions of the working people. In this or some othe 
form, which will be dictated by life, organized collective 
participation of the residents in the solution of housekeep- 
ing problems is most desirable and even essential, 
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nasmuch as the direction of development is toward gradual 
-ollectivization of household activities, by which we mean 
he collective upbringing of children and the collective sat- 
sfaction of many other household living needs. Servicing 
f the needs of the working people at their places of resi- 
lence will take on an ever more comprehensive nature with- 
n the framework of the housing projects (micro-districts) 
nto which the territories of the local Soviets will be sub- 
livided. Led by the Soviets of Working People’s Deputies, 
he population of these housing developments will be able to 
lay an ever increasing role in organizing the work of the 
\ousehold service enterprises and in monitoring their op- 
rations. 

We suggest discussion of the desirability of organizing 
irea centers for housekeeping services. A housekeeping 
enter would be an agency of the local Soviet of Working 
2eople’s Deputies. It would coordinate and guide the work 
uf the building managements (or development offices), and 
f all enterprises engaged in servicing housekeeping needs 
vithin a given housing development. In the area under its 
urisdiction it would provide adequate shopping services, 
uublic catering, housekeeping services, and would also be 
ntrusted with organization of healthy recreation — collec- 
ive gardening and fruit raising, collective building of sum- 
ner cottages, etc. In its work the housekeeping center 
vould base itself on the support of the development man- 
ements and on the active core of residents, i.e., on the 
lected commissions discussed above. A housekeeping 
‘enter would not be an institution in the usual sense of the 
yvord. Its core would consist of a group of members of the 
ocal Soviet (3-5 persons) living within the given house- 
‘eeping development. Their obligations in terms of leader- 
ship of the housekeeping centers would be fulfilled as part 
f their duties and prerogatives as deputies, and they would 
yerform this work in addition to whatever their jobs might 
ye in an enterprise or office. 

Area-wide institutions concerned with the upbringing of 
hildren include: kindergartens, day nurseries, the school 
ind attached boarding school, the Young Pioneer Camp 
serving the given school, the children’s club or children’s 
section of the community center. As is the case with insti- 
utions having to do with housekeeping, these institutions in 
he field of upbringing serve the objective of partial collec- 
ivization of living conditions. However, their objective is 
f a higher order and their problems are incomparably 
nore complex than is the case of the housekeeping agen- 
ies. Children’s institutions function under the inspection 
f parents’ councils. The role of the latter must be 
trengthened. The housekeeping and children’s institutions 
erving given areas should significantly ease the household 
york of women in the family, and particularly of the moth- 
rs of young children. 

_A special examination of the problem of raising young 
hildren (up to 2 years of age) is needed. In our opinion, 

f it is not possible to place an infant in a day nursery, it 
yould be desirable to grant working mothers a long leave, 
ne or two years in length. It would be desirable if this 
eave for the mother for the purpose of training her young 
nfant until it reaches the age of tow would be added 

o her service record, and that her job would be saved 


y her. 
/., FORK 
“When one considers all resources in tangible form, all 
he services entering into the individual consumption fund 
into the social consumption fund, and if one gives due 
nsideration ot the trends of development that are mani- 
sting themselves as regularities here (the movement in 
direction of collectivization of daily life), it then be- 
. possible to calculate the actual and prospective 
ea 
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balance of income and consumption. Calculation of this 
balance sheet represents the most important and central 
problem of the science of public consumption. This bal- 
ance sheet must not be merely an over-all summary; it 
must be differentiated by groupings of working-class and 
collective-farm families. It must shed light on those as- 
pects of the life of the working people that determine 
their living standards. 

The practical significance of such a differentiation bal- 
ance-sheet is of extreme importance. It is needed to give 
precision to plans for the production of goods for individual 
consumption, housing, trade turnover, volume of business 
by public catering places, savings deposits planning by the 
State Bank, development of the network of household and 
child training institutions, etc. In the long run, the con- 
sumption balance-sheet, as well as all other compilations 
and hypotheses made by the science of public consumption, 
are designed to find the best means of distributing tangible 
goods and the best way of organizing their consumption so 
as to satisfy the continually rising material and cultural 
requirements of society as a whole, this being the objec- 
tive of socialist production. 

Under the existing conditions of the building of commu- 
nism, the principle of “from each according to his abilities, 
to each according to his work” remains the basis for the 
distribution of material goods. Equalitarian distribution 
would lead to a dissipation of accumulated wealth and would 
harm the building of communism. However, our party is 
consistently pursuing a policy directed at eliminating un- 
justified differentials in earnings, and toward a more rapid 
increase in the living standards of the families currently 
less well provided. Under these conditions, a study of liv- 
ing standards by family groupings in various income brack- 
ets becomes a prime necessity, as does the elaboration of 
planned measures by family groupings. Differentiation of 
family budgets should serve the same purpose: We par- 
ticularly emphasize the term differentiated because a gen- 
eral family budget has been followed for many years, al- 
though this alone is inadequate. In addition to the differen- 
tiated income and expenditure budget, the time budget for 
the working people of town and country should undergo pro- 
found study. As a result of the realization of the objec- 
tives of the Seven-Year Plan, the USSR will have the 
world’s shortest working day and shortest work week. The 
time budget should serve the purpose of organizing the 
most valuable, healthy, interesting and cultured recreation 
for the working peopie. The time budget should also serve 
the purpose of easing housework, and in the first instance, 
the labor of women having young children. 

The decisions of the 21st Congress of the CPSU have il- 
luminated problems of the political organization of society, 
government organization and administration during the pe- 
riod of all-out building of communism in exceptionally 
clear and profound form. We should like to emphasize the 
exceedingly important proposition that social organiza- 
tions will play an ever greater and increasing role in man- 
aging the social funds of public consumption. The chief 
feature of this process implies that state functions will 
gradually be handed over to social organizations. From 
the practical point of view, this process will lead in the 
shortest possible time to an all-round improvement in serv- 
icing the population through social consumption funds. 
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ANALYSIS OF WESTERN ECONOMIES 


R. Entov: 
Growth of the US National Debt 


In recent years the American economy has found itself 
faced with heavy budget deficits. The depression of 1957- 
1958 resulted in a drastic reduction of revenue from taxa- 
tion. In the fiscal year 1958-1959 receipts from taxation 
were some six billion dollars short of expectations. At the 
same time the unceasing armament race led to a fresh in- 
crease ofthe already burdensome military expenditures. 
Compared with 1957-1958, federal military appropriations 
for 1958-1959 were up by about two billion dollars. Expen- 
ditures on the so-called “anti-depression measures” also 
increased. é 

As a result the US budget deficit, equal in 1957-1958 to 
2.8 billion dollars, jumped to 12.5 billion dollars in 1958- 
1959. This was a figure unprecedented throughout the 
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post-war period, including even the period of the Korean 
war. 

There is nothing surprising, therefore, in the fact that 
the national debt of the US has greatly increased in recent 
years. At the end of the 1958-1959 fiscal year it amountec 
to about 285 billion dollars. (1) During the last two fiscal 
years the national debt went up by 14.5 billion dollars, 
reaching the highest figure ever recorded in the history of 
US government credit. The US at present holds first place 
among the capitalist countries not only in absolute size of 
national indebtedness but in per capita indebtedness as 
well. 

Of interest, however, is not only the dynamics of the na- 
tional debt but also the change in its structure. 


Structure of US National Debt 
billion dollars)* 


Total value of government 
bonds 
Including: 


Special issues** 

Non-marketable issues*** 

Marketable issues 
including those due with- 
in five years 


* The figures refer to the end of the respective fiscal year. 
** “Special” issues are those intended for distribution only among gov- 
ernment bodies, government insurance, pension and similar funds. 
*** “Non-marketable” issues, as distinct from “marketable,” are gov- 
ernment securities which are not allowed to circulate freely on the 


securities market. 


Sources: Statistical Abstract of the United States, 1958, pp. 390-391; 
Treasury Bulletin, August 1959, p. 26. 


During the post-war years the share of special and many 
forms of non-marketable securities in the total mass of US 
government obligations has grown. Special and non-mar- 
ketable issues accounted for 29% of the national debt in 
1946, 39% in 1950, and 42% in 1957. But the special and 
non-marketable issues (with the exception of the Treasury 
investment series) are short-term securities, payment of 
which must be made on demand. Hence, an ever growing 
part of government obligations may be presented to the 
Treasury for payment at any given time. (2) 

As for the other part of the bonds, the marketable part, 
certain changes have developed here too, indicating a de- 
terioration in the structure of the national debt. We are re- 
ferring to the increase in the share of short-term indebted- 


ness. The average term of “marketable” government bonds, 


as calculated by American financial statistics, was reduced 
from 75 months in December 1946 to 51 months in 
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December 1954 and to 43 months at the end of the 1956- 
1957 fiscal year. (3) At the end of 1945-1946 bonds of up 
to five years’ duration constituted half (51%), and at the en 
of 1956-1957 more than 2/3 of all marketable issues, whi 
those limited to one year covered more than half the tota! 
in 1956-1957. (4) 

The fact that the growth of the national debt is accom- 
panied by an increase in the share of short-term bonds 
makes the financial position of the government even more 
acute. While heavy budget deficits involve the issue of 
many new bonds, the short-term structure of the govern- 
ment’s indebtedness means that a vast amount of old issu 
are being presented forrepayment each year. Being unabl 
to meet this demand, the Treasury resorts tu the money 
market and places on it new bond issues to cover those a 
ready expired. This exchange cannot be effected automal 
cally, however. The success of this operation depends 
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each time on the financial position of the government’s 
creditors and the state of the credit market, or in other 
words, on the conditions of reproduction of social capital 
at the given time. 


Manifestations of the 1957-1958 Depression in the 
Sphere of Government Credit 


The growth of short-term indebtedness forced the Treas- 
ury in 1957-1959 to resort on a particularly wide scale to 
the policy of replacing the government bonds due for short- 
term payment by new long-term bonds. This operation 
Seemed to promise success as the economic crisis put the 
owners of loan capital in a mood to seek safer spheres of 
investment. As during the preceding depressions, the 
Treasury again attempted to distribute large issues of 
long-term bonds. The total value of the long-term bonds 
offered by the Treasury in the 1957-1958 fiscal year ap- 
proximately equalled the entire sum of long-term bonds 
issued during the preceding 12 years. (5) 

What were the real possibilities, however, for increas- 
ing the sale of long-term government bonds ? 

The growth of the demand for government bonds was 
largely Speculative in character. This had to be admitted 
later by the US Treasury Department which politely re- 
ferred to the bond speculators as “temporary investors.” The 
drastic increase in broker’s loans in the summer of 1958 
was reminiscent, according to the American press, (6) of 
the peak of the stock exchange boom on the eve of the 1929 
crisis. 

As for the basic government creditors, their financial 
position was substantially weakened by the depression. 
This applies, for instance, to the government insurance 
and pension funds. The distribution of large blocks of gov- 
ernment bonds among these funds in the post-war years 
has enabled the US Treasury to counteract in large meas- 
ure the unfavorable effects of the unloading of Treasury 
bonds by insurance and credit institutions and to effect a 
concealed consolidation of part of the national debt. The 
share of the bonds distributed among the government in- 
surance, pensions and other funds amounted to 10.8% of the 
total national debt in 1946, 14.8% in 1950, and 20.7% in 
1957. (7) However, the depression of 1957-1958 and the 
consequent increase in unemployment resulted in heavier 
expenditures of the social insurance funds and a drop in 
their receipts. As a result, investments of these funds in 
government bonds dropped from 2.3 billion dollars in 1956- 
1957 to 0.2 billion dollars in 1957-1958. (8) The expendi- 
tures of the government insurance funds exceeded their 
receipts in 1958-1959, forcing the fund administration to 
present for payment part of the government bonds held by 
it. 

The financial position of small savings holders has also 
deteriorated, as evidenced by the fact that in recent years 
the presentation to the government of E and H series bonds 
for payment has exceeded their sale by the government. (9) 
The value of the savings bonds sold, which increased by 
700 million dollars in 1954-1955 and 500 million dollars 
in 1955-1956, decreased in subsequent years. During the 
1956-1957 and 1957-1958 fiscal years, the value of the 
savings bonds redeemed exceeded the value of savings 
bonds sold by about 600 million a year. (10) The redemp- 
tion of government savings bonds continued in the following 
year too. By the middle of 1959 the difference between the 
sales of savings bonds by and to the population, i.e., the 
“net” redemption of these bonds by the population, had 
reached 250 million dollars a month. (11) It is character - 
istic that a large part of the savings bonds presented for 
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payment represent issues whose final maturity date has not 
been reached. 

The depression led to a dislocation in the ordinary circu- 
lation of capital of the corporations, which are among the 
government’s largest creditors. In search of cash to meet 
pressing payments, non-financial corporations and private 
individuals disposed of 5.5 billion dollars’ worth of gov- 
ernment bonds between August 1957 and July 1958. 

After the war large quantities of government bonds were 
distributed among the state and municipal authorities. 
Along with the government insurance and pension funds, the 
state administrations and local authorities were among the 
biggest buyers of government securities. However, under 
the blows of the economic depression many states (Michi- 
gan, New York, Pennsylvania, Massachusetts, etc.) and 
municipalities found themselves on the verge of bankruptcy 
(12) and were forced to sell these bonds instead of buying 
them. During the year ending September 1958 the state and 
municipal authorities, far from increasing their investments 
in government bonds, as they had done in previous years, 
actually decreased their holdings by a total of 200 million 
dollars. (13) 

Thus, the selling of government securities was caused by 
an intensification of the contradictions of capitalist repro- 
duction, which led to the deterioration of the financial posi- 
tion of many of the government creditors. “... What ap- 
pears aS a crisis on the money market is in reality an ex- 
pression of the anomaly in the very process of production 
and reproduction,” remarked K. Marx. (14) 

The only big subscribers to government bonds were the 
banks. But the commercial banks, too, displayed no desire 
to freeze a large part of their funds in long-term govern- 
ment Securities. In March 1958 the Wall Street Journal, 
the organ of big business, wrote: “Bankers and brokers are 
insisting chiefly on the shortest possible terms for govern- 
ment bonds.” (15) 

The huge mass of government securities thus had to be 
squeezed into the framework of the greatly shrunken demand 
from the majority of government bankholders. Besides, the 
speculative stock exchange boom which followed the fall in 
stock quotations (beginning with the summer of 1958) di- 
verted some of the capital away from government obliga- 
tions. A situation arose which The Nation magazine de- 
scribed as follows: “At the moment when storm Signals ap- 
pear on the horizon, the government’s creditors remove 
their umbrellas, leaving the Treasury unsheltered.” (16) 

When the money market experiences a strain, any rise in 
the interest rate on loan capital cannot help but lead toa 
fall in the price of government securities. The selling of 
bonds prompted by a search for cash to meet obligations 
and by depreciation of government securities gave the de- 
cline in the price of such securities a sharp and prolonged 
character. Analyzing the movement of stock quotations, K. 
Marx noted: “During periods of constraint on the money 
market such securities must decline in price for two rea- 
sons: first, because the rate of interest rises, and second- 
ly, because they are dumped on the market en masse to be 
realized in cash.” (17) 

In June 1958 serious difficulties were encountered in the 
distribution of 2-5/8% interest-bearing bonds issued for a 
period of six years and eight months. Apprehensive that 
the bond issue might fail, the Treasury did something quite 
extraordinary, acquiring 600 million dollars’ worth of the 
government bonds to maintain their price. (18) Such pecu- 
liar “participation” of the Treasury in the distribution of 
its own bonds was a sign of a serious weakening of the posi- 
tion of government securities on the credit market. In an 
attempt to reassure the holders of government bonds the 
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Treasury announced that in the future only short-term 
securities would be issued and officially confirmed the 
purchase of bonds by itself. 

However, neither the purchase of its own bonds by the 
Treasury nor the assurances that bond prices would re- 
main stable could help to improve the position of the gov- 
ernment issues on the market. The fall in Treasury bond 
prices continued with added force. “The Treasury fired 
its shot but the market completely failed to respond to it,” 
commented The Magazine of Wall Street. (19) 

In July 1958 the Treasury was forced to begin distri- 
puting short-term bonds and to substantially raise the in- 
terest rate on the new issues. In face of the serious threat 
to the position of government securities the Federal Re- 
serve System was summoned to the aid of the Treasury. 
(20) In July 1958 the Federal Reserve, in addition to ex- 
changing the government bonds held by it for new ones, 
made a supplementary purchase of new bonds in the amount 
of 1.2 billion dollars. (21) But neither the measures taken 
by the Treasury nor the heavy buying of bonds by the Fed- 
eral Reserve proved sufficient to stop the sale of bonds by 
the public. Later, while giving evidence to a Congression- 
al economic committee, W. Martin, Chairman of the Fed- 
eral Reserve Board of Governors, was obliged to admit 
that the attempt of the Federal Reserve to support the price 
of government bonds had actually produced the “opposite 
effect” by increasing the investors’ distrust in the Treas - 
ury obligations. “All are sellers and there are no real 
buyers,” is the way Business Week described the situation 
on the government bond market. (22) The American press 
stressed “the general lack of investors’ interest in govern- 
ment bonds.” (23) Some 2.8 billion dollars’ worth of bonds 
were presented to the Treasury for repayment. Taking in- 
to account the bonds offered for sale and acquired by the 
Federal Reserve, we find that despite the strong support 
given to government bonds by the Treasury and the Fed- 
eral Reserve, the value of the bonds sold when payment on 
them was due amounted to about half the total value of the 
bond issues distributed among non-banking investors. (24) 
Never since the end of the war had the share of govern- _ 
ment bonds due for repayment and sold by the public been 
so large. 


Growing Instability of Government Credit in the US 


In view of the weakening of long-term securities and the 
fear of further depreciation of the dollar many holders of 
long-term government obligations are seeking to replace 
them by short-term securities. The British journal Econo- 
mist, assessing the chances of the issue of long-term 
bonds by the US Treasury, wrote that this might lead to a 
“situation in which government bonds would prove to be the 
least secure of all existing investments.” (25) 

In July 1958 the Treasury was compelled to embark 
upon the policy of issuing bonds with the shortest terms of 
redemption. It began by issuing a large number of tax cer- 
tificates effective for a period of 7-8 months. In addition, 
_the Treasury, with the support of the Federal Reserve, 
sharply stepped up the issue of three- to six-month Treas- 
ury bills. By May 1959 the Treasury had distributed 34.9 
billion dollars’ worth of such bills, the value of which had 
thus been more than trebled over the past decade. Even 
during World War II the sum of Treasury bills issued did 
not exceed half this value. The mass of short-term Treas- 
ury bills was thus swelled and the short-term indebted- 
ness increased. 

The American government has failed to solve the acute 
problem of consolidation of the national debt in this way. 
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Out of the total amount of government bonds issued in the 
1958-1959 fiscal year prior to April 1, 1959, about 85%, or 
more than 50 billion dollars’ worth, have to be redeemed in 
1959-1960. Despite a considerable increase in the rate of 
interest and easy terms of payment by installments, only 
2.5% of all government securities were sold in the form of 
long-term bonds. (26) 

Hence, the structure of the US national debt has in recen 
years deteriorated further. While at the end of the 1956- 
1957 fiscal year the value of the marketable government 
securities payable within five years or less was 118.2 bil- 
lion dollars, at the end of the 1958-1959 fiscal year it had 
risen to 131.2 billion dollars, as the table on the fol- 
lowing page shows. One-year bonds and bonds payable on 
demand accounted for half the total government indebted- 
ness at the end of the second world war, and for about two- 
thirds at the end of 1958-1959. This means that the Treas- 
ury must be prepared to meet an even greater demand for 
cash in. payment for bonds presented by the public. 

Heavy selling of government bonds by the public contin- 
ued in 1959 too. While in December 1958 Treasury bond- 
holders refused to exchange 12% of their bonds for new is- 
sues, at the beginning of 1959 they asked for payment in 
cash on 23% of the bonds due. The number of declarations 
to the Treasury by investors, making use of the clause en- 
titling them to early repayment of bonds, is also on the in- 
crease. According to American press reports, “dealers 
characterize the condition of the market...as follows: the 
smallest sales press*down prices.” (27) 

The intensive selling of government bonds by the public 
has led to a steady reduction in their prices. The price of 
government securities dropped by an average of 13.4% (28) 
between April 1958 and July 1959, long-term bonds sustain 
ing still heavier losses. “The government bond market 
registered one of the deepest slumps in all of its history,” 
wrote Fortune magazine. (29) Many financial commenta- 
tors compared this slump with the fall in stock quotations 
during the world economic crisis of 1929-1933. (30) 

Karl Marx pointed out that a sharp drop in prices of gov- 
ernment securities, forcing the Treasury to take measures 
to keep them stable, reflects the instability of credit ina 
capitalist state. “Depreciated government securities are 
the surest way to destroy the ‘respect’ of the stock ex- 
change too. When government credit sinks to such a point 
that it is forced to apply for support to the Treasury there 
is nothing more humiliating than to offer Treasury bonds 
on the market and to seek buyers for them.” (31) 

The present fall in government bond quotations, the big- 
gest and most prolonged since the war, the failure of loan 
subscriptions and the selling of government bonds by the 
public, are eloquent proof that the growth of the national 
debt is accompanied by growing instability of American go’ 
ernment credit. 

The sharp drop in prices of government securities ac- 
quires special significance in connection with the fact that 
government bonds today account for a large part of the _ 
securities market and represent, in the words of Americar 
economists, “the most important cornerstone of our entire 
financial assets structure.” (32) Large investments in go 
ernment bonds by the industrial and financial corporations 
are advertised by bourgeois economists as a sign for the — 
financial strength and high degree of liquidity of the Ameri 
can economy. The grave position of the government bond 
market in 1958-1959 was clear proof of the fallacy of this 
contention. For the losses from the fall in prices of what 
the bourgeois economists had regarded as “absolutely 
liquid” government bonds exceeded five billion dollars d 
ing the summer of 1958. (33) 
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The fall in government bond prices reflects, first of all, 
the internal process of adjustment of government credit to 
the rising interest rate on loan capital. This isa Spasmod- 
ic process. The growth in income from government bonds 
affected various forms of obligations, beginning with the 
long-term bonds which registered the worst drop, and end- 
ing with 91-day Treasury bills. The actual yield of a num- 
ber of long-term government bonds now exceeds 4-1/4%, 
the highest in 35 years. 

In an attempt to prevent the further selling of government 
bonds in a strained loan capital market, the Treasury has 
been forced to steadily raise the rate of interest on the new 
bond offerings. In July 1959 short-term government bonds 
were offered on terms ensuring the buyer 4.5-4.75% a year 
ag a 2.5-3% return on similar bonds only a year earli- 
er). 

Big business organs in the US have lately begun to 
strongly recommend a revision of the “obsolete” legisla- 
tion limiting the interest rate on long-term government 
bonds to 4-1/4% per annum. (34) In June 1959 President 
Eisenhower sent a special message to Congress on the na- 
tional debt, recommending the repeal of the legislative 
restrictions on the interest rate paid on government bonds 
on the grounds that this would promote a “natural interac- 
tion of competing forces in ...the economy.” This hazy 
formulation actually covers up a program of a further in- 
crease in the tribute, running into billions of dollars, paid 
out to the financial magnates from the government budget 
in the form of interest on the national debt. 


Raising the interest rate on government bonds will only 
intensify the contradictions in the American financial and 
credit system. It leads to a further weakening of earlier 
bond issues. One of the dangers to the Treasury from the 
rise in interest rates on government bonds is the threat 
of heavy selling of savings bonds. For even if they are 
held for 9-10 years, i.e., until they are due for payment, 
they will bring only 3-1/4% interest on the average, while 
the rate of interest on government bonds with a shorter 
term of payment had risen at the beginning of 1959 to 4.25- 
4.5%. Besides, in view of the growing danger of inflation 
the investor naturally wonders if the money he will re- 
ceive 10 years from now for his savings bonds will not be 
worth less than what he pays for them at present. It must 
be remembered that owing to the depreciation of the dollar 
between 1939 and 1958 the purchasing power of the money 
ne in savings bonds decreased by 27.4 billion dollars. 
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~ The rise of the interest rate on bonds issued by the govern- 
ment, one of the biggest borrowers of money on the loan 
capital market, causes a rise in interest rates on private 
loans by which corporation investments are financed. 

The growing interest payments on the national debt ab- 
sorb an ever larger part of budgetary expenditures. This 
is reflected in the fact that the cost of meeting the national 
debt since the war has been growing faster than the na- 
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Any further rise in the interest rate on the growing na- 
tional debt, when the cost of government credit already ex- 
ceeds by 50% the entire US federal revenue prior to World 
War Il, cannot but aggravate the difficulties of the American 
government. 

The following fact must also be taken into account. In 
view of the large share of short-term obligations in the 
structure of the US national debt, the Treasury, as already 
pointed out, has been forced from time to time and ever 
more frequently to apply for loans on the money market. 
However, with a rising rate of interest this means a sharp 
increase in interest payments from the budget not only on 
bonds issued to cover the current deficit, but also on gov- 
ernment bonds issued to refund old obligations falling due. 
5 During the 1929-1933 crisis and the depression follow- 
ing it, a surplus of loan capital accompanied by compara- 
tively greater stability of government credit enabled the 
US Treasury to engage in conversion operations reducing 
he interest payments on the national debt. At the present 
time American finances, in this respect, are ina much less 

vorable condition: as a result of the 1957-1958 depres- 
| ion, interest payments on the national debt have had to be 


ncreased rather than decreased. 
ae growing national debt payments add to the burden of 


1e American taxpayer. Disclosing the interdependence 
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between the growth of government loans and the growth of 
taxes, Karl Marx showed that any capitalist government ob- 
tains the means to pay for the national debt by squeezing 
taxes out of the working people. “The people are well 
aware, through their own pockets, of how great is the bur- 
den of taxes caused by the national debt...” (36) 

Payment of interest on the US national debt will cost the 
American population in 1959-1960 more than 45 dollars per 
capita in additional taxes. Total per capita taxation, which 
amounted to about 100 dollars before the war, grew to 368 
dollars in 1946, 545 dollars in 1955 and 635 dollars in 
1959. (37) However, the average figures for the growthof 
the tax burden cover up the plunder of the American work- 
ing people by the bourgeois state. Heavy increases in tax 
revenue are envisaged for the 1959-1960 fiscal year both 
by the federal and state budgets. Not content with the 
present level of tax robbery of the working people, how- 
ever, US monopoly capital has lately launched a new press 
campaign for tax reductions to “energetic and ambitious 
(1) business. “The burden of taxation... should certainly 
be spread over the mass of the population,” cynically de- 
clares an organ of the American monopolies. (38) 

Lastly, it must be noted that the growth of the US na- 
tional debt as a whole has an inflationary character. The 
government bonds sold by most investors, like the new 
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bonds issued by the Treasury, were bought up mainly by 
the Federal Reserve System and the commercial banks. 
The value of government bonds held in the US banking sys- 
tem increased from 89.1 billion dollars on June 6, 1957 to 
99.1 billion dollars on February 25, 1959, i.e., by 10 billion 
dollars. Out of this sum more. than two billion dollars fell 
to the share of the bonds distributed among the Federal Re- 
serve Banks. (39) The extensive selling of government 
bonds by many investors in recent years has inevitably re- 
sulted in the tendency for the share of the banks among the 
holders of government securities to increase. (40) 

The acquisition of government securities by the central 
and commercial banks was effected, on the whole, by the 
issue of additional notes, which further stimulated the in- 
flationary processes in the American economy. An increase 
in the total value of notes in circulation has been promoted, 
also, by the fact that the growth in the volume of govern- 
ment bonds took place, as already stated, in the form of 
comparatively more liquid — short-term — obligations, a 
certain part of which may be used directly as substitutes 
for money. 

On the other hand, the very threat of a rapidly develop- 
ing inflation restrains many investors from buying govern- 
ment securities with a fixed rate of interest, particularly 
long-term bonds, and this interferes with the consolidation 
of the national debt. The mounting sum of short-term ob- 
ligations and the deterioration of the structure of the na- 
tional debt are undoubtedly connected with the depreciation 
of the dollar since the war. 

Bourgeois economists write a great deal about the pos- 
sibility of “preventing inflation” by means of the credit 
restriction policy pursued by the Federal Reserve System. 
However, in view of the need to distribute an enormous 
amount of government securities, the Federal Reserve can- 
not consistently enforce its credit restriction measures for 
a considerable period of time without provoking a fresh 
wave of selling government bonds by the commercial banks 
and industrial corporations in need of cash. Bond deprecia- 
tion will also continue to grow to the extent to which the 
central banks’ policy of credit restrictions will cause the 
interest rate on loan capital to mount. The huge banking 
investments in government bonds, far from acting as instru- 
ments of “regulation” of monetary circulation, as the rep- 
resentatives of bourgeois economic science — Lerner, 
Robinson, Wallich, Leland, etc. — affirm, only intensify the 
inner contradictions inherent in the Federal Reserve cred- 
it policy and strengthen the anarchic development of infla- 
tionary processes. “AIl the evidence shows,” writes For- 
tune, “that in the event of a new threat of inflation it will 
be much more difficult to control it by credit policy.” (41) 

For American labor, for all working people in the US, | 
the development of inflationary processes causing the de- 
preciation of the dollar can mean nothing but a higher cost 
of living, lower real incomes and a further deterioration in 
living standards. 
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President Eisenhower’s latest Budget Message to Con- 
gress envisages a balanced budget for the 1959-1960 fis- 
cal year. However, financial experts are already pointing 
out that the message contains both a considerable exag- 
geration of probable revenues and an underestimation of 
future budgetary expenditures, of which no less than 77% 
are assigned to military needs. (42) According to the pre- 
liminary estimates of some financial observers, the US 
budget deficit in 1959-1960 may reach four billion dollars. 
(43) US ruling circles themselves accept a further growth 
in the national debt as an inevitability. On the one hand, 
they loudly extol the balanced nature of the 1959-1960 
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budget. But on the other hand, the American President in 
special message to Congress prudently recommended a 
rise in the limit of the permanent national debt by three 
billion dollars above the sum reached at the end of 1958- 
1959. Thus, the coming fiscal year will in all probability 
be marked by a further growth in the national debt, which, 
with the weakening of the government securities market, 
cannot inspire the Treasury with particular optimism. 

The growing instability of government credit and the 
serious weakening on the money market of the governmen 
securities, (44) which used to be regarded as the safest 
sphere of capital investment, bear witness that the financ- 
ing of the arms race conducted by the US and the progra 
of state-monopoly “anti-depression” measures inevita- 
bly involve a further aggravation of the contradictions of 
the capitalist economy. 
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[. V. Aleshina: 
A Modern Bourgeois Textbook of 


Paul A. Samuelson, Economics, An Introductory Analysis, 
Third Edition, New York-Toronto-London, 1955, 753 pages. 


“Introductions to economic analysis” represent a very 
popular form of bourgeois textbooks in political economy 
for the higher educational institutions of the capitalist coun- 
tries. The study of an “Introduction” is the first stage 
through which a student must pass in mastering the “se- 
crets” of contemporary capitalist society as treated by the 
bourgeois economists. Of the many such “Introductions” in 
recent years in the USA, the text of Professor P. Samuelson 
of the Massachusetts Institute of Technology has received 
the greatest amount of publicity. The text is popular not 
only at home, but abroad. It has had two printings in the 
Federal German Republic in German translation(1) and has 
been widely recommended to readers. The German Social 
Democrats write, in their trade union publication Gewerk- 
schaftliche Monatshefte that “for persons unsophisticated 
in the science of economics, Samuelson’s book is an attrac- 
tively written guide to a mastery of the secrets of the mod- 
ern economy, for students it is a scientific, instructive, 
and at the same time brilliant introduction to theory, where- 
as for practical businessmen and managerial personnel it 
is a necessary reference on the contemporary state of the 
science of economics.” (2) 

Samuelson’s textbook is instructive in regard to the new 
methods of capitalist apologetics utilized by the contempo- 
rary bourgeois economists for ideological indoctrination of 
the student body. Both the methodological approach of this 
“Introduction” and the essence of the presentation of the 
questions it treats are subordinated to a single objective — 
that of convincing the student that “the American economy 
is in better shape in the 1950’s than it ever was in the past” 
(page 734) and that the capitalist system is more stable 
than ever. “‘The mixed economy’ has a great future be- 
fore it” (page 734) — these are the words with which Samu- 
elson ends his textbook. 

Samuelson’s “Introduction” may be regarded as a classic 
illustration of the definition of vulgar political economy as 
presented by Marx. In describing vulgar political economy, 
Marx wrote that it “pokes only into the field of the external 
apparent relationships and chews and re-chews again and 
again material that has already been treated by scientific 
political economy with the objective of providing for the 
bourgeoisie an acceptable interpretation of what one might 
term the crudest phenomena of economic life, and of adapt- 
ing these to the way of life of the bourgeois. For the rest, 
it limits itself to a pedantic systematization of the hack- 
neyed and smug concepts of bourgeois public figures in the 
field of production with respect to their own world as the 
best of all possible worlds, and proclaims these concepts 
to be eternal truths.” (3) In our day, the bourgeois econo- 
mists in addition concern themselves with belittling in 
every way possible the socialist economic system and seek- 
ing to denigrate the economic achievements of the countries 
of the world system of socialism. This aspect of the mat- 
ter is present in abundance in Samuelson’s “Introduction.” 

‘The method of “studying” contemporary capitalism 
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proposed by Samuelson in characteristic of bourgeois vul- 
gar political economy as a whole. In its methods of “study 
it does not advance beyond the limits of description of the 
superficial aspects of phenomena. The process of capital- 
ist production as such is outside the scope of the text. The 
author attempts to describe the situation in such a manner 
that the sphere of circulation and, specifically, the mechar 
ism of supply and demand represent the basic content of 
the capitalist economy (p. 367). The theory of production 
is declared to be a constituent part of the theory of distri- 
bution (p. 475). 

Bourgeois methodology also imbues the structure of the 
text. As his point of departure for the investigation of cap 
talism, the author takes the general economic index of the 
national income. However, the actual process of produc- 
tion of the national income is not revealed as it occurs un- 
der the conditions of capitalist relationships of production. 
The growth and distribution of the national income, which 
is what the student’s major attention is directed toward, 
are stated not in terms of the character of production, but 
in connection with the operation of the competitive mechan 
ism of supply and demand and measures of government 
regulation. 

Part I, “Basic Economic Concepts and National Income, 
sets forth the general ‘laws” of scarcity, declining produc 
tivity, and population (in its Malthusian interpretation) 
which constitute the basis on which bourgeois economists 
erect their economic analysis of society, including that of 
capitalism. It describes the “mixed economy” and the 
forms of government regulation by means of taxes and fi- 
nancial policy, and presents the concept of the national in- 
come. In the second portion, “Determination of National 
Income and its Fluctuations,” the author strives to prove 
that the magnitude of the national income under capitalism 
depends upon the elemental play of the economic categorie 
of saving and investment and of government policies whichar 
allegedly directed toward full employment without inflatio. 
Part II, “The Composition and Pricing of National Output. 
shows how supply and demand form the price of each type 
of commodity entering into the national income. The fourt 
portion is devoted to “Distribution of Income: The Pricin 
of the Productive Factors.” The fifth part, “International 
Trade and Finance” is not in organic relationship with the 
preceding material. Finally, in the sixth and last part, 
“Current Economic Problems,” an analysis is made of the 
war economy, the “theory” of economic growth is set fort 
and socialism is described as understood by right-wing s 
cialists and by Marxists. The brief description of social- 
ism ends with a dithyramb addressed to capitalism. 4 

The theory of production as a component part of the 
theory of distribution is set forth in the fourth portion of 
the text and deals only with problems of interest to entre- 
preneurs. This “Introduction” states that, in the oocka 
of production, “every businessman (1) must learn how t 
produce each output as cheaply as possible, and (2) he mu 
find which of all possible outputs is the most profitable 01 
to aim at” (p. 476), i.e., the presentation of this problem 
as of others, is set forth in this text from the viewpoint 
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the flourishing of business, via the concepts of the entre- 
preneur with respect to the process of production. The 
pourgeois prism of business holds the student’s thought, 
masks exploitation, conceals the actual economic relation- 
ships and the understanding of the objective laws of capital- 
ism. The second characteristic of the method of this text 
is that of approaching the solution of all of the problems it 
poses from the viewpoint of the enterpreneur. 

P. Samuelson repeatedly emphasizes that his “Introduc- 
tion” is based on a “neoclassical synthesis.” The concept 
of “neoclassical synthesis,” the last word in bourgeois 
political economy, has become particularly fashionable 
among bourgeois economists at the present time. The Ger- 
man translator of his text, W. Hankel, describes “neoclassi- 
cal synthesis” as “a new economic teaching” and deems it 
to be the “distinctive characteristic of the economic theory 
of the middle of our century.” (4) The author of the text 
himself informs us that “in recent years 90% of American 
economists have stopped being ‘Keynesian economists’ and 
‘anti-Keynesian economists.’ Instead they have worked to- 
ward a synthesis of whatever is valuable in older economics 
and in modern (to be more precise, the Keynesian — A. I.) 
theories of income determination. The result might be 
called neoclassical economics and is accepted in its broad 
outlines by all but about 5% of extreme left-wing and right- 
wing writers” (p. 212). 

What is the “neoclassical synthesis”? Are we really 
dealing with a new school of economics, as its advocates 
assert? In the preface to his textbook, Samuelson suggests 
the following definition of what he calls “the grand neoclas- 
Sical synthesis.” “This is a synthesis (1) of the valid core 
of modern income determination with (2) the classical eco- 
nomic principles” (p. VI). The analysis of national income 
set forth in the textbook is in accordance with the theory of 
Keynes in all its fundamentals. The author says frankly, 
that “much of this analysis is due to an English economist, 
J. M. Keynes. Today its broad fundamentals are increasing- 
ly accepted by economists of all schools of thought, includ- 
ing, it is important to notice, many who do not share Keynes’ 
particular policy views and who differ on technical details 
of analysis” (p. 211). Thus, the major constituent of the neo- 
classical system is essentially the theory of Keynes. 

The question arises as to why it was necessary for bour- 
zeois economists and, in particular, Samuelson to make a 
synthesis of the Keynesian theory which waS so loudly ap- 
plauded both when it first made its appearance and in the 
post-war years. What does combining Keynesian theory 
with “the classical economic principles” mean? Samuelson 
Joes not decode his concept of “classical principles.” He 
is talking about the predecessors of modern bourgeois polit- 
ical economy in the realm of ideas. In essence, the author 
is compelled to name the economists upon whose theories 
oe bourgeois political economy rests. Samuelson lists 
the economists from whose theories, as he puts it, “modern 
onomics comes” (p. 11). His textbook names Adam 
$mith, David Ricardo, John Stuart Mill, Karl Marx, and fi- 
lly J. M. Keynes. Is it true, perhaps, that the theories of 
e great representatives of classical bourgeois political 
2conomy, and of Marx, have something in common with 
what is set forth in this textbook? Not at all. The names 
f Smith, Ricardo and Marx are subsequently mentioned 
ynly in places where the labor theory of value, which has 
-st been presented in a distorted interpretation, is criti- 
zed and denigrated. However, the author frequently re- 
rs to and cites A. Marshall and Bohm-Bawerk. To judge 
this textbook, the “theory” of long-run and short-run 
es advanced by A. Marshall and the “theory” of margi- 
1 utility of the Austrian school incorporate the major 


principles of “classical political economy.” This is yet 
another demonstration that what a bour geois economist 
says differs from what he desires to say. It is not Adam 
Smith or David Ricardo, but the old dogmas of the vulgar 
economists of the nineteenth and beginning of the twentieth 
centuries that constitute the ideological sources of modern 
bourgeois political economy. 

Samuelson’s textbook, which has been erected on the ba- 
sis of a synthesis of the dogmas of vulgar bourgeois politi- 
cal economy of the nineteenth and the early twentieth cen- 
turies, and of Keynesian theory, clearly reflects the mod- 
ern tendency in bourgeois political economy. This consists 
of seeking new forms of apologetics for capitalism, and 
these are represented by bourgeois economists as the de- 
velopment of the science of economics. On the one hand, 
they strive to “revive” the old vulgar theories which in 
Samuelson’s view were somewhat hastily criticized by Key- 
nes. In his “General Theory,” Keynes wrote that his cri- 
tique is “directed against the inadequacy of the theoretical 
foundations of the laissez-faire doctrine.” (5) The author« 
shows that the Keynesian theory does not deny the funda- 
mental dogmas of bourgeois political economy with respect 
to the laws of the competitive mechanism of capitalism. 
On the other hand, he strives to render Keynes more pre- 
cise, to make his teachings more “realistic,” to supple- 
ment “macroeconomics” with “microeconomics.” Keynes’ 
major dogma to the effect that government is capable of 
successfully regulating the economic life of a country ac- 
quires a somewhat different articulation in the neoclassi- 
cal synthesis, although the essence remains the same: 
“Successful regulation is possible on the basis ofthe care- 
ful study of the laws of the capitalist competitive mechan- 
ism.” To regulate, as this is understood by the represen- 
tatives of the “neoclassical synthesis,” means to even out 
the violations of “the economic equilibrium” of the competi- 
tive mechanism. Samuelson’s “Introduction,” written in 
the spirit of the “neoclassical synthesis,” illustrates the 
contemporary methods of apologetics for state monopoly 
capitalism. 

Let us turn to the essence of the presentation of certain 
questions to which the author attracts the attention of a stu- 
dent. There is no definition of the purpose of political 
economy in his textbook. We see on the first page that it 
“concentrates on the big and vital problems — which turn 
out to be also the interesting problems: inflation and de- 
pression, family income and national income, prices, 
wages, and profits; and most important of all, conditions 
leading to rapid economic progress and security, and to 
efficient use of all our resources” (p. V). 

The problem of individual and family income is posed for 
the first time in this textbook in the form of a sharp polem- 
ic with Marx, who discovered the law of impoverishment. 
The author, paraphrasing a familiar proverb, says that in 
the United States it is not “clothes, but income, that makes 
the man” and that one of the objects of the science of eco- 
nomics is to facilitate the improvement of the living stand- 
ard of the people. What are the laws that determine the 
distribution of income in the United States, in accordance 
with the analysis in this textbook? The bourgeois profes- 
sor affects an air of learning to proclaim to his student a 
banal truth familiar to everyone even without the text: For 
whom things are produced is determined by supply and de- 
mand in the markets for productive services: by wage 
rates, land rents, interest, and profits” (p. 37). Only in 
parenthesis do we find the observation that, “of course, the 
character of the resulting distribution of income is highly 
dependent upon the initial distribution of property owner- 
ship” (p. 37). However, the laws of distribution are not 
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developed from property relationships. We find merely a 
description of the picture of the competitive mechanism in 
which the flow of commodities is directed into the hands of 
those who possess the dollars. Under the circumstances, 
“a rich man’s dog may receive the milk that a poor child 
needs to avoid rickets.” “Why?” asks the author. “Be- 
cause supply and demand are working badly ? No. Because 
they are doing what they are designed to do.— putting goods 
in the hands of those who can pay the most, who have the 
most money votes” (p. 37). The author cites the fact that 
the problems posed in the example cited above are under 
constant discussion in the Congress of the United States. 
“Should income be completely determined by a competitive 
struggle — this is an ethical question which goes beyond the 
mechanics of economics” (p. 38). The student might find 
himself thinking that government regulation may perhaps 
make it possible to eliminate the “defects” of the economic 
mechanism. But the essence ofthe “neoclassical synthesis” 
lies in directing governmental regulation toward equalizing 
deviations from the “economic equilibrium” of the competi- 
tive mechanism relating to inflation, unemployment, crises, 
etc. With respect to government policy in regard to the in- 
comes of a population, it has to be wholly and entirely sub- 
ordinated to the objectives of maintaining the “economic 
equilibrium.” This is not a policy that pursues the objec- 
tive of increasing the living standards of the working people, 
but a policy of patching up the automatic mechanism of com- 
petition and of stabilizing the economic competition re- 
gardless of the means by which this objective is attained. 

The textbook cites no concrete measures taken by the 
government to increase the incomes of the workers. With 
respect to the measures constituting so-called governmen- 
tal aid to the farmers, one can respond to them only with 
profound irony, inasmuch as they are based on reduction in 
the production of agricultural products, increases in the 
prices of these products, etc. Moreover, the wages of agri- 
cultural workers in 1954, a most favorable year for the 
American economy, did not average more than $150 per 
month (plus housing) (p. 358). 

The textbook demonstrates that the objective of maintain- 
ing the “economic equilibrium” of the competitive mechan- 
ism necessarily keeps all the demands of the working class, 
and specifically those of the trade unions, which are di- 
rected toward raising wages, within strict bounds. In the 
chapter on “Competitive Wages and Collective Bargaining” 
the author, putting the blame on the trade unions, says that 
“we must emphasize that a stable and progressive econom- 
ic system requires all parties to use self-control in exer- 
cising their political powers” (p. 549). In this same chap- 
ter there is a paragraph under the heading “Pitfalls in the 
Concept of a General Demand for Labor,” in which he poses 
the question of the possible consequences of a change in 
the general wage level. The author closes this paragraph 
with the following words: “Some have claimed that higher 
money wages provided an important key to full employment. 
The AFL has made similar pronouncements. On the 
other hand, for a century wage cuts have been extolled as a 
panacea for depressions. Both views may be wrong; the 
truth is that economic theory provides no conclusive an- 
swer” (p. 554). Thus, Samuelson registers the helpless- 
ness of capitalist political economy to solve problems per- 
taining to wages, although the textbook proclaimed with 
much fanfare at the outset that the raising of the living 
standard of the working people is an objective of economic 
theory. 

The lack of scientific prerequisites for an investigation 
made it impossible to achieve any other result. The solu- 
tion of the problem has to begin with the proposition stated 
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parenthetically in the textbook: he who possesses private 
property is the one who receives a high income. Within 
the framework of a social order based on private property 
the problem of impoverishment cannot be resolved. The 
figures presented by Samuelson do no more than confirm 
this unassailable truth. 

The average minimum budget including “adequate diet, 
occasional vacation and amusement, some tobacco and 
books” (p. 57) established by bourgeois statistics for 1953 
a year which the author described as “the culmination of 
American prosperity,” was $3800-$4000. The income of 
50% of all families did not reach this figure, and, more- 
over, 20% of all families had an income lower than $1800, 
30% lower than $2500, whereas 5% of the highest income 
families (those having incomes of $10,000 or more) re- 
ceived 23% of the entire national income of the country. In 
this connection it must be borne in mind that these are the 
data of bourgeois statistics, but even they bear striking 
witness to the fact that the economy of the United States a 
hundred years after the Communist Manifesto has not beer 
converted into a “laboristic economy” as asserted by S. 
Slichter, who is regarded as a specialist on labor relation; 
in the ranks of the bourgeois economists. The author of 
the text under review does not undertake openly to espouse 
Slichter’s viewpoint. He does not contend that the United 
States has a “laboristic economy,” but, nevertheless, he 
does speak of the appearance of a new type of production 
relationship of “fruitful cooperation between labor and cap 
tal” (p. 155). A reference is made to the “National Plan- 
ning Association” which propagandizes instances of “suc- 
cessful labor relations,’ i.e., situations in which no strikes 
occur for some years running at given enterprises. In- 
stances of this type must, in the author’s opinion, be prop: 
gandized in every possible way and it should be demon- 
strated “how historically hostile groups can co-exist on a 
basis of reasonable equality of position in the enterprise, 
and at the same time be participants in a common en- 
deavor from which both seek security, opportunity, and 
sustenance”(p. 155). Helpless in the solution of theoretica 
problems, the bourgeois economists become quite frank in 
the apologetic conclusions they draw. 

Let us take the important group of problems related to 
the reproduction of social capital. In essence, bourgeois 
political economy here bangs its head against the insolubl 
problem of seeing methods of compensating for the inade 
quate purchasing power of the masses of working people 
without increasing the working people’s share in the natio1 
al income. The problem of reproduction is examined only 
from the viewpoint of circulation. In the course of the pre 
entation in this textbook we find that modern bourgeois 
political economy is not capable, in its investigation of 
problems of reproduction, of even distinguishing between 
capital and income. 

The circulation of social capital in the process of repro 
duction is depicted by this textbook as an exchange be- 
tween business and society. But what is “business” and 
what is “society” in the understanding of a bourgeois ecor 
mist? By “society” is meant the totality of the possessou 
of “the three factors” of production: capital, labor, and 
land. The combination of these factors constitutes busi- 
ness. Asa result of the process of production, the pos-_ 
sessors of these “factors” acquire incomes whose sum is 
equal to the national income, and business disposes of th 
sum of commodities. 

The bourgeois economist strives to solve the problem. 
realization without passing outside of the bounds of value 
terms and limiting himselfonly to the scale of the natio 
income. What results are obtained thereby ? In the firs 
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place, by limiting itself solely to the value form of the na- 
tional income, bourgeois political economy ultimately 
buries the question of the realization of the means of pro- 
duction. It is no accident that all the examples presented 
by the author have to do with the realization of consumer 
goods. In the second place, limiting itself to the value form 
leads to the traditional error of all bourgeois political econ- 
omy starting with Adam Smith, that of confusing capital and 
income. In the textbook there is an attempt to distinguish 
between capital and income within the framework of the na- 
tional income. The author makes an attempt to sub-divide 
income in physical terms into objects of personal consump- 
tion and “net private investments.” Suddenly however, we 
are confronted with a third category — government pur- 
chases — which destroys the consistency of the effort to dis- 
tinguish between capital and income. 

V. I. Lenin once wrote that “the process of production 
and circulation of the total social capital cannot be under- 
stood if that portion of the gross product capable of serving 
only as capital and incapable ever of taking the form of in- 
come is not separately identified.” (6) Thus, modern 
bourgeois political economy is affected by the dogma of 
Adam Smith. Recoiling from the false theory of the “three 
factors” of production, the bourgeois economists attempt to 
present the total social capital as the sum of the incomes 
of three “agents” of production, and ultimately come to the 
conclusion that “one man’s outgo is another man’s income” 
(p. 237). 

Bourgeois political economy criticizes the Marxists for 
having forgotten use-value. To make good this “omission” 
it introduces the concept of “utility.” However, it is this 
very disregard of use value which the Marxists are ac- 
cused of that is itself characteristic of vulgar bourgeois 
political economy, and this has stemmed from its class ap- 
proachto the analysis of capitalism from the point of view 
of the bourgeois. The capitalist has never been interested 
in value in its concrete form as use value. The capitalist 
is interested in value only as the embodiment of surplus 
value. This is why contemporary bourgeois political econ- 
omy takes its stand upon this approach. However, this is 
an improper foundation for the analysis of reproduction. 
Therefore, it is not only incapable of analyzing capital in 

‘physical terms, but because of its false theory of value, is 
also incapable of analyzing capital in value terms. Asa re- 
sult, the problem of the mutual replacement of the shares 
of the total product, or in other words, the problem of real- 
ization, without which a complete and correct understanding 
of the course of social reproduction is impossible, is ex- 
cluded from the purview of this textbook and a value scheme 
that confuses the question is substituted instead. 

The textbook gives an exceptionally large amount of 
space to problems of accumulation. However, the problem 
of accumulation is posed only in a quantitative fashion and 

in terms of the accepted outlook of bourgeois political econ- 
omy with respect to the law of the relationship between 
saving and investment. The scale of accumulation, as Marx 
‘established, depends upon the degree of exploitation of the 
worker, the amount of his wages, the level of labor produc - 
tivity, the volume of the capital advanced, its organic com- 
position, etc. Samuelson, like Keynes, assumes that invest- 

‘ment determines the levelof the national income, and this in 
turn affects the volume of savings, while the level of sav- 
ings determines the scale of investment. If the working 
class should succeed in saving (how it is supposed to do sO 
under this distribution of income remains a question) it will 
have no one but itself to blame, as this reduces the scale of 

‘possible investment and consequently the level of the na- 
tional income. The issue is presented in such a light that 
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the worker’s inadequate consumption can be compensated 
for by investment, and that the rational regulation of circu- 
lation by government is all that is needed to assure suc- 
cessful accumulation, avoidance of crises and unemploy- 
ment. Allthat one has to findis the proper ratio between 
Saving and consumption. Moreover, the entire problem is 
examined from the viewpoint of the capitalist, that of as- 
suring him maximum profit. The statement of the problem 
is again limited to an examination of national income in 
value terms. 

Is it possible to solve the problem of accumulation when 
it is posed abstractly, distinct from the real components 
of the contemplated investments? Investment is additional 
constant capital, additional labor power, consumer goods 
for the additional workers, i.e., all the conditions neces- 
sary for accumulation. In Capital, Marx wrote that “the 
use to which the total annual product may be put thus de- 
pends upon the composition of the latter, and not at all upon 
its circulation.” (7) A scientific theoretical solution of the 
problem makes it necessary to examine the total product 
from the viewpoint of its real content and toseparate it in- 
to two departments. The Marxist posing of the question 
demonstrates that bourgeois efforts to find methods of 
compensating for the lack of consumption by the people 
through a game of saving and investment is doomed to 
failure. 

In the final analysis, bourgeois politicai economy merely 
illustrates by its reasoning that accumulation and the de- 
velopment of technology under capitalism are at the mercy 
of the law of surplus value, competition, supply and de- 
mand. After all is said and done, Samuelson arrives at the 
idea that it is not society which determines the scale of in- 
vestment in its interests, but the factors that lead to growth 
in business activity, thanks to the fact that they promise 
high profits. “The scale of investment,” we read in this 
text, “depends upon new discoveries, new products, new 
population and higher production and income... Investments 
depends on the dynamic and relatively unpredictable ele- 
ments of growth in the system, on elements outside the eco- 
nomic system itself: technology, politics, optimistic and 
pessimistic expectations, governmental tax and expendi- 
ture, legislative policies, etc” (p. 213). Without realizing 
it, the author, by this final conclusion, contradicts his ini- 
tial assertation to the effect that society is itself capable of 
determining “what and how” to produce. In reality, under 
capitalism, no government regulations are capable of pro- 
viding for the “economic equilibrium of the capitalist mech- 
anism” i.e., of avoiding crises, unemployment and infla- 
tion. It is not accidental, but to be expected, in efforts to 
prove the unprovable, that bourgeois political economy con- 
stantly thrashes around in contradictions, demonstrating 
the complete invalidity of the solution of these problems 
from the viewpoint of the capitalist class. The impossi- 
bility of solving capitalist contradictions is demonstrated, 
as in a mirror, in the bankruptcy of contemporary bour - 
geois political economy. 
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A. Frumkin: 


The Insolvency of Bourgeois Foreign Trade Theory 


(Critical Analysis of the “Theory of Comparative Costs”) 


Foreign trade is one of the most important forms of 
peaceful coexistence of states. Trade contributes to a re- 
laxation of international tensions. In his speech at a recep- 
tion devoted to the opening of an international fair in Leip- 
zig in March 1959, ComradeN. S. Khrushchev said: “We 
attach great importance to the development of business re- 
lations between states, to the establishment and extension 
of trade on a mutually advantageous basis. We believe that 
development of trade, establishment of business contacts 
and expansion of ties between countries are of great eco- 
nomic significance and will make for the strengthening of 
world peace... Foreign trade is the sound and reliable 
foundation on which peaceful coexistence of states with dif- 
fering social and economic systems can successfully de- 
velop. Further, economic relations tend to create the pre- 
requisites for the strengthening of political relations be- 
tween countries. Extensive development of trade plays an 
important part in the promotion of mutual confidence among 
nations, in the relaxation of international tensions.” In his 
talk with American businessmen on September 24, 1959, 
ComradeN. S. Khrushchev pointed out that “trade is like 
litmus-paper — it shows the state of relations between gov= 
ernments. It shows whether they want to live in peace or 
not.” 

If it is based on the principles of equality and mutual 
benefit, foreign trade contributes to the economic and so- 
cial progress of all countries. A good illustration of this 
is provided by the close economic ties between the coun- 
tries of the world socialist system, as well as by the trade 
relations between the socialist countries and many capital- 
ist countries, both industrially developed and underdeveloped. 

The countries which have recently shaken off the chains 
of colonial slavery, won their political independence and 
are now Striving to achieve economic independence and de- 
velop their national economies have great hopes in foreign 
trade. The fruitful economic cooperation of these coun- 


tries (for example, India, Indonesia, the United Arab Repub- 


lic, Iraq) with the socialist states graphically shows the 
immense role foreign trade can play in promoting the all- 
round development of economically backward countries. 
The imperialist-minded bourgeois elements are doing 
everything in their power to prevent the development of 
normal economic relations based on the principles of mu- 
tual benefit and respect for national independence. All 
kinds of pseudo-scientific, reactionary foreign trade theo- 
ries disseminated by bourgeois economists serve asa 
theoretical basis for the Western discriminatory foreign 
trade policy towards the socialist countries. Particularly 
widespread in the West is the “theory of comparative 
costs.” According to this theory, the international division 
of labor and foreign trade arise and develop as a result of 


the differing levels of production costs in various countries. 


These differences in production costs, it is alleged, also 
determine the structure and direction of the foreign trade 


~ of each individual country. 


According to the “theory of comparative costs,” the im- 
port of one or another type of product can be advantageous 
and fruitful in three cases: first, if a given commodity can 
not be produced in the home country owing to unfavorable 
natural conditions; second, if the manufacture of a given 
commodity abroad involves absolutely lower production 
costs; third, if the manufacture of a given commodity 
abroad involves comparatively lower production costs that 
inside the country. 

Among the most prominent foreign trade theoreticians i 
the capitalist countries are the Swedish economists, E. 
Heckscher and particularly B. Ohlin, who applied to the 
analysis of foreign trade the “general equilibrium theory,’ 
which is a further elaboration of the vulgar, pseudo-scien- 
tific theory of value — the theory of supply and demand. (1 
The present-day followers of Heckscher and Ohlin main- 
tain that their chief contribution lies in the fact that they 
reconciled foreign trade theory with the theory of value 
now prevailing in bourgeois political economy. 

Most of the bourgeois economists approach the problem 
of the international division of labor and world trade from 
the viewpoint of the pseudo-scientific principles of the 
“theory of productive factors.” “The essence of the worlc 
economy is characterized by the fact,” Forstmann stresse 
“that individual productive factors are distributed differ- 
ently in the various national economies.” (2) In the opini 
of Mr. Ellsworth, “international differences in the prices: 
the productive factors, traceable to differences in their 
relative supplies, furnish the major element of an explana 
tion of international specialization.” (3) 

Relying on the theory of productive factors, bourgeois 
ideologists build up an idyllic picture of capitalist interna 
tional trade. If, for instance, a certain country has an 
abundance of labor power but is short of capital, it export 
commodities requiring great labor expenditure (coffee, 
sugar, rubber) and imports goods requiring heavy capital 
investments (textile goods). If another country has much 
land but little labor power, it exports agricultural product 
requiring much land (grain, wool), and imports goods 
whose manufacture involves high labor expenditures. In 
this artificial scheme, capitalist foreign trade is depicted 
as a harmonious blending of the diverse opportunities pos 
sessed by various countries. “A country,” Ellsworth 
writes, “tends to specialize in those commodities whose 
production requires relatively large amounts of its abund 
ant, and hence cheap, factors. It will export such goods, 
and import those whose technical production requirement 
(4). fit the factor supplies and prices of other sountiieas 

It cannot be denied, of course, that differing natural co) 
ditions exert a definite influence on the international div 
sion of labor and the pattern of foreign trade of the cari 
ist countries. Coffee or rubber, for example, cannot : 
grown in a temperate or northern zone. However, the ex 
tent and character of utilization of natural resources as 
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well as of the labor force wholly depend on the social mode 
of production. It is no secret that capitalism hinders the 
realization of the favorable natural potentialities existing 
in many countries. 

We shall cite a few examples. The Franco-British trust 
territory of Cameroons is equal to France in area: it is 
probably no less endowed with natural resources than 
France. It possesses rich deposits of coal, oil and natural 
gas. Its mineral wealth is extremely varied, including gold, 
tin, molybdenum, tungsten, copper, manganese, uranium, 
iron, bauxite, etc. Thus, it has a number of “productive 
factors” essential to modern industry. But for all that, 
Cameroons, like dozens of other colonial and dependent 
states, remains a backward agricultural country. Osendi 
Afana, Cameroons’ representative in the Permanent Sec- 
retariat of the Afro-Asian Solidarity Committee, remarked 
some time ago: “The Cameroons’ foreign trade is fully 
controlled by Britain and France and is conducted only to 
their own advantage and to the detriment of our national in- 
terests, as well as to the interests of other countries which 
could do business with us.” (5) In the economy of Indo- 
nesia, which is situated on numerous islands, an important 
role is played by such a factor as the sea, notably in ma- 
rine shipping. Nevertheless, there is not a single large or 
even medium-size shipyard. This is not to be attributed 
to “economic expediency,” as is maintained by bourgeois 
economists, but to the fact that the American, British and 
Dutch foreign monopolies which ruled Indonesia did every- 
thing to prevent the country’s industrial development. 

The further elaboration of the “theory of comparative 
costs” in the works of contemporary bourgeois economists 
is carried on in the following directions: (6) 

(a) wages, money and foreign exchange rates are re- 
garded as factors determining changes in the volume of 
foreign trade conducted by one or another countries; 

(b) instead of only comparing the costs of two commodi- 
ties, several commodities produced in several countries 
are compared; 

(c) transport charges are taken as one of the basic fac- 
tors determining the development of foreign trade; 

(d) attempts are made to take into account possible 
changes in the cost of producing a particular type of goods 

as a result of the growing volume of output; 

(e) the thesis is advanced that the development of foreign 
trade is determined by price limits within which the ex- 
change remains advantageous to the trading partners. 

Forstmann and a number of other writers attempt to es- 
tablish a connection between the foreign exchange rate and 
the level of wages. To ensure normal development of for- 
eign trade, they assert, it is necessary that changes in the 
foreign exchange rate be accompanied by a similar change 

‘in wages, and vice versa. “From the economic-political 
standpoint,” writes Forstmann, “it follows that in the dy- 
namic process stable wages and stable foreign exchange 
rates are incompatible.” (7) Concealed behind this thesis 
is an extremely important political point: bourgeois econ- 
omists justify wage cuts by referring to foreign trade in- 
terests, to the need for maintaining the stability of foreign 
‘exchange, etc. In their efforts to find arguments in sup- 
port of the monopolies’ anti-labor policy of “freezing” or 
reducing wages, the bourgeois economists of the USA, 
Britain and other capitalist countries often affirm that high- 
er wages will inevitably lead to higher prices of export 
oods and diminish the country’s competitive position on 

he world market. In doing so they pass by in silence the 
irrefutable fact that any change in wages exerts a direct in- 
fluence only on the relationship between wages and profits, 
put does not directly affect prices, let alone world prices, 


which are based on the international value of goods. 

The international division of labor and international 
trade, according to the “theory of comparative costs,” are 
a pasSive result of differences in the levels of production 
costs, whereas in reality the different levels of develop- 
ment of the productive forces (and hence, the different lev- 
els of production costs) are to a considerable extent the re- 
sult of the international division of labor and the foreign 
trade that is based on it. 

The following question arises in this connection: Why, 
for example, do the colonial and dependent countries figure 
on the world market primarily as exporters of raw mate- 
rials and foodstuffs, and as importers of manufactured 
goods? According to bourgeois foreign trade theory, this 
is explained by the fact that the cost of manufacturing the 
overwhelming majority of industrial goods in the developed 
Capitalist countries is much lower than in the economically 
backward countries. The latter, it is alleged, achieve com- 
paratively low production costs — chiefly as a result of 
favorable natural conditions — only in the mining of one or 
another type of raw material (oil, copper, tin) as well as in 
raising a number of agricultural crops (cacao beans, cof- 
fee, natural rubber). 

Everything is topsy-turvy inthis bourgeois conception. 
The comparative level of production costs, regarded by 
bourgeois economists as the primary and determining fac- 
tor, is actually determined by the peculiarities of the in- 
ternational division of labor in the capitalist world, under 
which industrial production is concentrated in a few de- 
veloped countries, while dozens of colonial and dependent 
countries are converted into their agrarian and raw-mate- 
rial appendages. Developing on the basis of this peculiar 
international division of labor, capitalist foreign trade leads 
to a further growth of differences in the levels of produc- 
tion costs. By flooding the markets of underdeveloped 
countries with manufactured consumer goods, thé*imperi- 
alist powers obstruct the development of local industry, 
the growth of large-scale enterprises, and hence, the low- 
ering of production costs. A vivid illustration is furnished 
by the unequal trade agreement imposed on Cuba by the 
United States, which led to the stifling of national industrial 
output as a result of the competition of goods imported 
from the USA. At the present time the revolutionary gov- 
ernment of Cuba is determined to revise this agreement. 

The advocates of the bourgeois “theory of comparative 
costs” affirm that it is unprofitable for the economically 
backward countries to create their own industry, particu- 
larly heavy industry. There is no sense in wasting re- 
sources on the construction of industrial enterprises in the 
underdeveloped countries, they declare, when the required 
goods may be purchased at a lower price from the capital- 
ist countries which already have a powerful industry. 

Such assertions are really paradoxical: it turns out that 
it is “economically profitable” (from the point of view of 
economizing on costs) for the underdeveloped countries to 
preserve the backward and one-sided character of their 
economy, and on the contrary, it is “economically unprofit- 
able” to strive for all-round development of their produc- 
tive forces. It stands to reason that industrialization of 
the economically backward countries involves the expendi- 
ture of great material and financial resources and there- 
fore entails serious difficulties, as is vividly illustrated 
by the present-day experience of India and other countries. 
However, this is the only path along which the underde- 
veloped countries can achieve genuine economic independ- 
ence and strengthen their positions in the fight against im- 
perialism and colonialism. In determining the economic 
rationality of the international division of labor and trade 
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relations, the development of the productive forces and the 
growth of the country’s national economy should serve as 
the chief criterion. It is from this standpoint, and not 
from the standpoint of the “theory of comparative costs,” 
that one should appraise one or another system of interna- 
tional economic relations. In particular, the new, pro- 
gressive international economic relations inherent in the 
world socialist system actively contribute to the all-round 
development of the productive forces of each individual so- 
cialist country, raising the level of their economic develop- 
ment and ensuring the general growth of labor productivity. 

The apologetic essence of the bourgeois “theory of pro- 
ductive costs,” which is insolvent at all stages of capital- 
ist development, is revealed with particular clarity in 
present-day conditions. According to this “theory,” there 
is a complete, undisturbed harmony of interests reigning 
in world capitalist trade. For its advocates such things as 
monopolies, imperialist states, colonial and dependent 
countries or the world socialist system are simply non- 
existent. 

The foreign trade theory of contemporary bourgeois 
economists is based on the premise that the competition 
prevailing on the world market brings the prices of com- 
modities into line with their production costs in various 
countries. Actually, however, the monopolies maintain 
jacked-up prices on commodities produced in the imperi- 
alist states, despite comparatively low production costs; on 
the other hand, the prices of goods bought by the monopo- 
lies from the economically backward and dependent coun- 
tries remain very low, although the actual production costs 
are comparatively high owing to poor mechanization and 
great expenditures of manual labor. 

The apologetic character of bourgeois foreign trade 
theory is manifested, in particular, in denying the non- 
equivalent nature of the exchange which is practiced by the 
imperialist powers in their trade with the colonial and de- 
pendent countries. The bourgeois writers carefully avoid 
the fact that dozens of colonial and semi-colonial coun- 
tries whose foreign trade is de facto (and in the colonies 
also de jure) completely controlled by foreign monopolies 
are deprived of the possibility of freely choosing their 
trading partners, being compelled to Sell their goods at 
low prices and to pay exorbitant prices for the goods they 
have to import. Foreign monopoly rule brought about a 
situation in which many of these countries for a long time 
conducted trade between themselves only within very nar- 
row limits (for instance, the Latin American countries 
with one another, or the Arab countries and India). Quite 
obviously, this state of affairs cannot be explained by eco- 
nomic rationality or relative production costs, as the bour- 
geois economists assert; it was created in the interests of 
definite imperialist monopolies. Only by winning political 
independence and taking the path of independent develop- 
ment could India, Indonesia and the Arab countries begin 
to overcome the one-sided character of their foreign trade 
and adjust it in a way that more fully corresponds to their 
national interests. 

We want to say a few words about the rapacious re- 
export trade which is so characteristic of capitalism. It is 
generally known that not so long ago Indian tea and jute, 
Indonesian rubber and Malayan tin were sold on the world 
market almost exclusively by British and Dutch firms. 
Even today, such colonial countries as Kenya, Cameroons 
or the Belgian Congo have no independent access to the 
world market. These facts in no way conform to the 
“theory of comparative costs.” When confronted with such 
facts, bourgeois economists usually declare that they are 
not concerned with “political factors,” but only with “pure 
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economic theory.” (8) This results in the appearance of 
artificial models which have nothing in common with objec 
tive reality; as a matter of fact, they distort reality and 
gloss over the sharpest contradictions of modern capital- 
ism. 

Bourgeois economists declare that foreign trade con- 
tributes greatly to the lowering of production costs and 
promotes technical progress, but they carefully fail to 
mention that in practice the monopolies of the USA, Great 
Britain and other imperialist countries obstruct the devel 
opment of productive forces in the underdeveloped coun- 
tries and make their economies lop-sided, agrarian and 
raw-material in character. Not infrequently, the monopo- 
lies deliberately curtail production and impede technical 
progress in the industrially developed capitalist countries 
for the sake of maintaining high prices on the world mar- 
ket. A graphic illustration is provided by the practice of 
international cartels, notably international patent monopo! 
agreements. 

One of the main conclusions of the “theory of compara- 
tive costs” is that owing to the expansion of foreign trade 
the differences in the levels of economic development be- 
tween various countries are being levelled out: the under 
developed countries are being raised to the level of the in 
dustrially developed nations. It is alleged that this proc- 
ess is taking place not as a result of the struggle waged 
by the economically backward countries for their politica! 
and economic independence, but as.a consequence of the 
“peneficent” system of division of labor and international 
economic relations prevailing among the capitalist coun- 
tries. In Forstmann’s opinion, for example, “the levellin; 
out of economic conditions in various countries” is effect 
in two ways: first, by means of foreign trade conducted i 
conformity with the principle of comparative costs, and 
second, as a result of the export of capital. (9) Johnson 
holds that foreign trade “tends to equalize factor prices 
between countries, thus serving to some extent as a sub- 
stitute for mobility of the factors,” (10) and this allegedly 
leads to the gradual elimination of differences in the eco- 
nomic levels of different countries. 

This conclusion of the advocates of bourgeois foreign 
trade theory profoundly contradicts the actual state of af- 
fairs. Many facts, including those provided by bourgeois 
Statistics, point to the contrary. The rate of economic 
growth in the colonial and dependent countries is conside: 
bly lower than the rate of growth of the imperialist coun- 
tries (the latter rate is anything but high, especially wher 
compared with that of the socialist countries). For exam 
ple, the present gap in the levels of economic developmer 
of Kenya and Britain, French Black Africa and France, 
the Philippines and the USA, is much wider than, say, 30 
or 50 years ago. 

Only in the world socialist system do foreign trade and 
other forms of international relations really contribute tc 
the levelling out of the stages of economic development o: 
all countries. As Comrade N. S. Khrushchev pointed out ; 
his report to the 21st CPSU Congress, “the law of balance 
proportional development operates under socialism with 
the result that countries which were economically back- 
ward in the past are rapidly able to make up for lost time 
and raise their economic and cultural levels by drawing 
the experience, cooperation and mutual assistance of oth- 
er socialist countries. In this way the economic and cul- 
tural progress of all the socialist countries is levelled 
out.” In the sphere of international economic relations, : 
in every other sphere, the socialist economic system has 
pyre ele advantages over the moribund capitalist s: 
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The real significance of comparative production costs in 
international trade is totally different than that Suggested 
by bourgeois economists. The level of production costs is 
only one of the factors influencing the competitive struggle 


on the world capitalist market. Thus, owing to low produc- 


tion costs (resulting from miserable wages) the Japanese 
firms exporting cotton fabrics are penetrating British 
Commonwealth markets and even making inroads into Eng- 


land herself. The fierce competitive struggle now develop- 


ing in the Common Market of the six West European coun- 


tries graphically shows that considerable differences in the 


levels of production costs for similar types of goods exist 


not only (and in many cases not so much) between countries, 


but also between different enterprises within one country. 
Under capitalism different levels of production costs lead 
to the suppression and stifling of small and medium-size 

enterprises in different countries and to the concentration 


of production in the hands of the biggest imperialist monop- 


olies, which are closely linked by cartel and other agree- 
ments. This is precisely the immediate prospect facing 
the Common Market in the countries of the so-called 
European Economic Community. 

The “theory of comparative costs” is used by bourgeois 
economists not only for the purpose of defending imperial- 
ism but also for justifying one or another foreign trade 
policy that is advantageous to certain countries. It is in- 
teresting to note that one and the same theory is givena 
different interpretation in the bourgeois literature of vari- 
Ous countries. For instance, the American writers use it 
aS an argument in support of their demand for the ‘re- 
establishment” of so-called “free trade.” They declare 
that “free trade,” which in reality only creates a favorable 
Situation for the economic expansion of the most powerful 
monopolies, provides the necessary conditions for ‘the 


most effective use of productive resources,” “the best spe- 


cialization of individual countries,” etc. Similar views are 


often expounded by bourgeois economists of West Germany. 


References to the “theory of comparative costs” may likewise 


be found in the articles contributed by the apologist of the Com- 


mon Market and other West European “integration” projects. 

The English bourgeois economists interpret this theory 
in a different way. Thus, analyzing British and American 
export industries in the light of the “theory of comparative 
costs,” McDougall arrives at the conclusion that in a num- 
ber of cases American goods are manufactured at lower 
production costs than similar British goods and therefore 
their competitive position on the world market is better. 
Of course, it would be naive to expect a British writer to 
propose the liquidation of individual branches of industry 
in Britain for the sake of “the most effective utilization of 
resources.” He demands the introduction of diverse state- 
monopoly measures designed to stimulate British exports, 
including a discriminatory policy against American goods. 
(11) Much the same reasoning is revealed in the works of 
other British bourgeois economists. 

_ The reactionary character of contemporary bourgeois 
foreign trade theory is revealed most clearly when it 
comes to the problem of trade between the capitalist and 
socialist countries. 

Bourgeois economists, particularly American econo- 
mists, come out in defense of discriminatory government 
measures directed against the Soviet Union and other so- 
sialist countries. At the same time they try to give a dis- 
orted picture of the aims and potentialities of Soviet for- 
2ign trade. In conformity with the official policy of the 
USA and a number of West European countries, they ac- 
ively support discriminatory measures against com- 
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tries. In justification of their reactionary views they trot 
out the hackneyed arguments of the “cold war” ideologists, 
advancing all kinds of political and “strategic” considera- 
tions, references to Western “security interests,” etc. The 
Same role is assigned to the contemporary bourgeois 
“theory of comparative costs.” } 

One example is Forstmann, who tries to play down the 
potentialities of trade between the capitalist and socialist 
countries. Forstmann belongs to the so-called “neo- 
Liberal” trend in contemporary political economy which is 
very widespread in Western Germany and enjoys the active 
support of the German financial magnates. The economists 
of this persuasion distinguish, as they put it, between two 
basic and long-established types of economies which they 
put in opposition to each other: the “free market economy” 
dominated by the market and the “centrally-regulated economy” 
directed from one center. In their comparative analysis of both 
types, they extolthe “free economy” of modern capitalism 
and condemn the “centralized economy.” 

Proceeding from this vulgar, pseudo-scientific concep- 
tion, Forstmann asserts that the law of comparative costs, 
allegedly ensuring the most rational international division 
of labor from the economic point of view, operates only in 
the relations between countries with “free market econo- 
mies,” i.e., in the capitalist world. On these “grounds,” 
Forstmann declares that it is difficult for the socialist 
countries (or “the centrally-regulated economies,” as he 
calls them) to maintain rational economic relations with 
the capitalist world, since there is no possibility of com- 
paring production costs and prices. 

The bourgeois defenders of trade discrimination try to 
put the blame for the reduction in the volume of East-West 
trade on the policy of the Eastern countries, alleging that 
the socialist countries, notably the Soviet Union, pursue a 
policy of autarchy in their industrial development. Such 
assertions are absolutely unfounded. The Soviet Union and 
the other socialist countries have never refused to utilize the 
advantages offered by the international division of labor 
and the development of trade relations with the capitalist 
world on a basis of equality and mutual benefit. From the 
economic point of view, they are interested in developing 
foreign trade which, on the one hand, serves as an addi- 
tional source of obtaining goods for a fuller satisfaction of 
their requirements, and on the other, enables them to offer 
a wide range of their own manufactured goods which are of 
interest to other countries. In 1957 the Soviet Union’s vol- 
ume of foreign trade was 6.2 times higher than in 1938. 
Soviet trade with the capitalist countries in 1955 amounted 
to 208% of the 1946 level (which was approximately the 
same as in 1950) and in 1957 to 339% of that level. (12) 

The Soviet government’s numerous statements reaffirm- 
ing its readiness to expand to the maximum its trade rela- 
tions with the capitalist countries on a mutually advantage - 
ous basis are known to the whole world. Another confir- 
mation of this is provided by N. S. Khrushchev’s report to 
the 21st CPSU Congress, as well as by the historic de- : 
cisions adopted by the Congress. The Congress approved 
the seven-year economic development plan of the USSR, 
which envisages a further substantial increase in the So- 
viet Union’s foreign trade, including trade with the capi- 
talist countries. In the seven-year period the Soviet Union 
will extend its economic relations with all countries and 
will be able to at least double its volume of foreign trade. 

During his American visit N. S. Khrushchev stressed 
that the USSR stands for mutually advantageous, equal trade 
without discrimination. “We are doing excellent business 
with China and other socialist countries,” he declared in 
Washington on September 24, 1959. “We are making good 
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progress in our trade with India, Great Britain, France, 
West Germany and Italy ... Our economy does not suffer 
from the fact that trade is not developing between the USA 
and the USSR. But if there were trade, it would be better 
both for you and for us.” 

Contrary to all “theoretical” considerations advanced by 
Forstmann and the other bourgeois writers of his ilk, prac- 
tical experience convincingly shows that if the governments 
of the capitalist countries do not erect artificial barriers, 
the difference in social systems is no hindrance to fruitful 
economic cooperation. A vivid example is provided by So- 
viet-Finnish trade, which is mutually beneficial, considera- 
ble in volume and diversified in structure. The two five- 
year trade agreements (1951-1955 and 1956-1960) have 
created a firm basis for the expansion of trade between 
these countries. The Soviet Union’s trade with Finland in 
1955 amounted to 936 million rubles, in 1956 to 1,043.9 
million rubles, in 1957 to 1,262.6 million rubles. (13) 
Trade with the Soviet Union is of great importance to the 
Finnish economy: it ensures full-capacity operation for a 
number of industries and supplies Finland with food and 
fodder grains, chemical fertilizer, mineral fuel, textile 
raw materials, meansof transport and many other goods. 
President U. Kekkonen has repeatedly emphasized that 
Finland’s trade with the USSR provides employment for 
tens of thousands of Finnish workers, especially in the met- 
al-working industry. In his speech at a press conference 
devoted to the signing of a Soviet-Finnish trade agreement 
in March 1959, Minister of Trade and Industry A. Karja- 
lainen said that keeping exports at a high level is partic- 
ularly important for ensuring steady employment in Fin- 
land. 

A. I. Mikoyan said in his speech at the 21st CPSU Con- 
gress; “No one in the capitalist countries any longer doubts 
the feasibility of Soviet economic plans. This is a great 
achievement. But there are still leaders who try to scare 
businessmen with our plans. They are told that the Soviet 
Union will not buy anything from anyone, that trade with 
the USSR has no prospects and that all this allegedly fol- 
lows from a policy of autarchy which they ascribe to us. 
This isabsolutely wrong, it contradicts our policy, it con- 
tradicts the history of our foreign trade.” 
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It should be noted that a number of bourgeois economis 
exhibit a sober approach to this question, advocating 
broader trade relations with the USSR and other socialist 
countries. Thus, Professor of Economics William Peter 
son writes that “with the exception of munitions and arm: 
ments, the USA must pursue a policy of free trade both 
with Communist and non-Communist countries.” He ad- 
vises the abandonment of bureaucratic interference in 
East-West trade, having in mind “export and import li- 
censes, control of business transactions, etc., since all 
this is essentially of no use.’ 

Such statements can only be welcomed, for it is an ir- 
refutable truth that good trade not only contributes to the 
extension of mutually beneficial economic ties, but also 
serves to promote friendly relations among nations and 
consequently makes for the preservation and strengthenil 
of world peace. 
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n the steel-making shop of a tractor plant and 2) an auto- 
aatic line for manufacturing electric-motor beds at a 
notor manufacturing plant. 

The economic effectiveness of each type of newly intro- 
uced equipment should, in our opinion, be presented in 
he following manner (see table on page 7; the table presents the 
conomic effectiveness of the second measure cited above). 
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way of the subsidiary enterprises does not at all mean 
hat it is possible to artificially force this process, without 
he availability of the material prerequisites rendering the 
yperation of a subsidiary plot unprofitable. Specifically, it 
S necessary to bear in mind that the subsidiary enter- 
rises of the collective farms will lose their significance 
mly if, simultaneous with the strengthening of the commu- 
al sector of the collective farms and the growth in mone- 
ary incomes of the collective farmers, adequate trade or 
he supply of products necessary to satisfy the needs of the 
‘ollective-farm family is organized in the countryside. 

As far as the subsidiary personal farm plots which are 
rimarily used not for subsistence, but for commodity-pro- 
lucing purposes, are concerned, these will lose their sig- 
\ificance in proportion to the flow into the channels of So- 
riet trade of the products of state and collective farms ina vol- 
ime sufficient to satisfy the needs of the urban population. 
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After working out and approving the methodology for de- 
termining the economic effectiveness of mechanization and 
automation, it will be necessary to introduce statistical 
accounting and reporting of the economic effectiveness of 
the newly introduced equipment. These accounting and re- 
porting data should be extensively used in economically 
justifying plans for the introduction of new equipment. 
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